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TO FACILITATE AND ENCOURAGE NEW SHIP CONSTRUG- 
TION, INCLUDING NATIONAL DEFENSE RESERVE OF 
TANKERS 


THURSDAY, JULY 23, 1953 


House or REPRESENTATIVES, 
CoMMITTEE ON MercHANT MARINE AND FISHERIES, 
Washington, D.C. 


The committee met, pursuant to call, at 10: 50 o’clock a. m., in room 
219, Old House Office Building, Hon. Alvin F. Weichel, chairman of 
the committee, presiding. 

Mr. Wercue.. Will the meeting please come to order. We now 
have up for consideration H. R. 6353, a bill to amend the Merchant 
Marine Act of 1936 to provide a national defense reserve of tankers 
and to promote the construction of new tankers and for other purposes 

(H. R. 6353 is as follows:) 


[H. R. 6353, 83d Cong., 1st sess.] 


A BILL To amend the Merchant Marine Act, 1936, to provide a national defense reserve 
of tankers and to promote the construction of new tankers, and for other purposes 

Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 510 (b) of the Merchant Marine 
Act, 1936, as amended, is amended by adding at the end thereof the following new 
paragraph : 

“The Secretary of Commerce is authorized, until June 30, 1958, subject to 
the provisions of this section, to acquire any tanker not less than ten years old 
and otherwise within the definition of ‘obsolete vessel’ contained in the proviso 
clause of subsection (a) (1), as amended, in exchange for an allowance of credit 
to be applied upon the purchase price of a new tanker or tankers, and to pay the 
cost of national defense features incorporated in the new tankers. Title to 
the obsolete tanker shall be transferred to the United States at the time of 
execution of the contract for the construction of the new tanker, and such obse 
lete tanker shall thereafter be placed in the national defense reserve subject 
to the provisions of section 11 of the Merchant Ship Sales Act of 1946, as 
amended: Provided, That notwithstanding such transfer of title, any such obse- 
lete tanker in the discretion of the Secretary of Commerce may be used thereafter 
by the former owner, subject to the provisions of subsection (d), during the 
period of construction of the new tankers.” 

Sec. 2. There are hereby authorized to be appropriated or otherwise made avyail- 
able to the Secretary of Commerce such sums as may be necessary to carry out 
the provisions of section 510 (b) of the Merchant Marine Act, 1936, as amended 
relating to the acquisition of tankers. 

Mr. Weicuev. With reference to H. R. 6353, the Secretary of Com- 
merce, Mr. Weeks, requested the opportunity to appear along with 
Under Secretary Mr. Murray and Mr. Rothschild, the Chairman of 
the Maritime Board. Mr. Anderson, the Secretary of the Navy, also 
wanted to be heard. 

After they were scheduled for appearance this morning, late yes- 
terday afternoon, Mr. Anderson had a “must” at the White House 
and it is doubtful whether he can be here this morning but he will be 
heard later on, in case he so desires. In the meantime, he asked that 


Mr. Thomas, the Under Secretary of the Navy, appear. 
1 
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Mr. Weeks has not appeared so in view of the time I hope that the 
Secretary of Commerce will pardon our beginning without him, in 
view of the fact that the hearing was at the instigation of his Depart- 
ment, We will, therefore, hear Pa Mr. Thomas, the #ynder Secre- 
tary of the Navy, with 1 reference to his views on this tanker bill. It 
is expressing the views, as I understand it, of the Department of 
Defense and the Secretary of Defense; is that correct ? 

Secretary THomas. That is correct 

Mr. Weicue.. Of the Defense Department ? 

Secretary {uomas. That is correct. 


STATEMENT OF HON. CHARLES S. THOMAS, UNDER SECRETARY OF 
THE NAVY, ACCOMPANIED BY VICE ADM. F. C. DENEBRINK, 
COMMANDER, MILITARY SEA TRANSPORT SERVICE, AND REAR 
ADM. RALPH E. WILSON, MILITARY SEA TRANSPORT SERVICE 


Secretary Tuomas. I first want to say that Mr. Anderson wanted 
me to tell you how sorry he was not able to be here because he had 
planned to come here. He is at the White House and cannot come. 

The Defense Department and the Navy both very strongly support 
this legislation. We both feel that the idea of a fleet of modern 
kers is of extreme importance to the defense program. 





ro 


[here is one thing, however, that we would like to clarify at this 
time and it has been suggested or intimated that funds might be 
diverted from the defense program to this tanker program. I must 
Say, and go on record as saying, that there are no such funds that can 
be diverted from the defense appropriations. ‘Those moneys have 


already been assigned to very important military projects and pro- 

grams and those programs are of such importance that they cannot be 
div rted to any other program. In that respect I would like to read 

letter dated today from Secretary of Defense Wilson to Mr. Dodge, 
th e yen of the Bureau of the Budget. 

Mr. Chairman, may I read this letter? 

Mr. Weicuen. Yes. 

Secretary Tuomas. The letter is as follows: 


I have received a copy of your letter of July 14, 1953, to the Secretary of Com- 
merce which indicated that, subject to certain understandings, you had no 
ebjection to the proposed draft bill, “‘To amend the Merchant Marine Act, 1936, 
to provide a national defense reserve of tankers and to promote the construction 
of new tankers, and for other purposes,” being forwarded to the Congress at 
this time. 

The Department of Defense does not concur in the basic understanding stated 
in your letter insofar as it relates to the possible use of funds appropriated to 
the Department of Defense for the tanker program. To the extent that the 
proposed tanker program might be financed by means other than by using appro- 
priations made available to the Department of Defense, it would, of course, be 
a matter to be handled between your office and the agency or agencies concerned. 

Appropriation requests of this Department are based on the amounts believed 
necessary to carry out approved military programs. Therefore it seems to us 
that it is inappropriate to indicate that funds requested of the Congress and 
justified for specific purposes may be diverted into the tanker program. If the 
tanker program does not have sufficient merit to justify a request for the funds 
required, I believe it would be more desirable to withdraw support of the program 
rather than to approach it on the basis of diverting funds available to this 
Department. 

Sincerely yours, 


(Signed) C. EB. Wirson. 
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Now, Mr. Chairman, if I may I would like to call on Admiral 
Denebrink to outline in more detail our support of this program. 

Mr. Wetcuen. Proceed. 

Admiral Denrsrink. I am Vice Adm. F. C. Denebrink, Commander 
of the Military Sea Transport Service, appearing as a Department of 
Defense witness on proposed bill H. R. 6353. 

Subject to the clarification of the funding aspects contained in 
section 2 of H. R. 6353, the Department of Defense strongly recom- 
mends the approval of the bill. 

The Department of Defense is concerned with the indicated deficit 
in modern tankers, documented under the United States upon mobiliza- 
tion. Consideration of military and civilian mobilization require- 
ments, capability of existing tanker tonnage, anticipated losses due to 
enemy action, and time required for new construction strongly support 
the concept that the Government should promptly take such steps as are 
practicable to promote the construction of new tanker tonnage under 
the United States flag prior to mobilization. 

The ability to transport by sea great quantities of petroleum prod- 
ucts to various areas in the world immediately upon mobilization 
will be a critical factor and have a decisive impact upon the success 
of military operations in the crucial period of time immediately 
following the outbreak of war. 

The Department of Defense has urged congressional committees 
recently to promote the construction of new tankers. A serious de- 
ficiency now exists in the American flag tanker tonnage necessary to 
meet the requirements for the first few months following the outbreak 
of war. In addition, a large portion of existing tonnage is approach- 
ing block obsolescence. On June 16, 1953, a representative of the 
Department of Defense recommended to the Potter Subcommittee of 
the Senate Interstate and Foreign Commerce Committee that a con- 
struction program be initiated at the earliest practicable date aimed at: 

(a) Reducing this deficiency to the maximum degree and at as rapid 
a rate as commercial utilization and the national economy will permit; 
and 

(6) Providing a realistic means for replacement of existing tonnage 
now rapidly approaching obsolescence. 

It is noted that H. R. 6353 contains the provision for authorization 
for the Secretary of Commerce to pay the cost of national defense 
features included in the newly constructed tankers. This will insure 
that new vessels constructed will satisfy military requirements. As I 
indicated in my opening paragraph, the Department of Defense consid- 
ered it mandatory that section 2 of the bill be amended to state 
positively that funds appropriated to the Department of Defense shall 
not be used in connection with the carrying out of the program 
proposed in H. R. 6353. 

The Department of Defense considers that H. R. 6353 would make 
provision for newly constructed tankers, suitable for military pur- 
poses, and at the same time feasible for commercial operation. It 
will also provide an essential stimulus to the American shipbuilding 
industry and thereby aid in maintaining these shipbuilding facilities 
and personnel in a status capable of rapid expansion in time of war. 
The addition of this newly constructed tonnage to the national de- 
fense fleet and the stimulus afforded to the American shipbuilding 
industry are considered essential to the national interest. 
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Mr. Weicuex. With reference to your statement and the bill on top 
of page 2, line 2, it says: 

And to pay the cost of national defense features incorporated in the new 
tankers. 

I was wondering what you had to say about that. In my opinion, 
that is probably surplusage, because the long-range bill provided, and 
other legislation provides that the Maritime Administration m: vy pay 
for national defense features. That has already been done in the past 
and is part of the law. That would not even be necessary in here, 
would it, or it might even further complicate the interpretation and 
limit what you actually want to do. 

Admiral DENEBRINK. My comment was particularly with respect 
to section 2, Mr. Chairman. 

Mr. Wercuet. What do you say about this, about paying? 

Admiral Denesrtnx. Well, it is my understanding that the cost 
of the national defense features has always been borne. 

Mr. Weicnet. That is part of the,existing law. 

Admiral D=oneprink. Yes, sir. 

Mr. Wetcuei. Now, with reference to what you are talking about 
regarding payment, this provides that funds be appropriated. I do 
not feel that there should be any negative statement with reference 
to taking it out of Department of Defense funds or any place. That 
is a matter for the Appropriations Committee in making appropria- 
tions, isn’t it? 

Admiral DENEpBRrInk. I will read section 2 of the bill. It says: 

There are hereby authorized to be appropriated or otherwise made available 
to the Secretary of Commerce such funds as may be necessary to carry out the 
provisions of section 510 (b) of the Merchant Marine Act, 1936, as amended, 
relating to the acquisition of tankers. 

It is with regard to that clause in there of “or otherwise made avail- 
able” that the De partment of Defense wanted to bring up. 

Mr. Weicnet. It doesn’t say that it will be taken out of the Depart- 
ment of Defense or anywhere else, so I do not see anything wrong 
with the language. 

Admiral DeNesrin«k. That is right, as long as it is understood and 
as long as the testimony that has been given here this morning is 
understood that there are no Defense Department funds available. 

Mr. Weicuet. There is nothing here t: eg it out of any place and 
if the President of the United States saw fit in his discretion with 
reference to need, he could probably ask a transfer of funds from 
anywhere, isn’t that true? 

Admiral Deneprin«. I think that is correct. 

Mr. Wetcuet. With reference to this discussion on that, there isn’t 
any need to say here where the money is going to come from. That 
is not in the authorization. 

Admiral Denesrin«. I think that is correct, Mr. Chairman. 

Mr. Weicuev. Do you have any questions, Mr. Seely-Brown? 

Mr. Srety-Brown. Admiral Denebrink, I wanted to continue the 
questioning which was started by the chairman. Do I understand you 
to say that on line 15 of page 2 of the bill, it is your recommenda- 
tion that the language “or otherwise made available” be stricken ? 

Admiral DeNrprinx. No; it is not my recommendation. I think it 
should be—the Department of Defense wanted to bring up the matter 
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and wanted it clearly understood that there were no Defense De- 
partment funds available for this program, and that we wanted to 
make the committee aware of that in the consideration of this lan- 
guage so that this, particularly language there on line 15 of page 2 of 
the bill, would not later be understood to possibly involve Department 
of Defense funds. 

Mr. Sre.ty-Brown. In other words, you are not advocating any 
transfer of the funds presently in the Department of Defense appro- 
priation bill to be used for this purpose. How much money do you 
think this will cost ? 

Admiral Deneprinx. I believe that the Secretary of Commerce 
had better explain that in his part of the bill. We are merely rep- 
resenting the Defense Department in the consideration of this matter. 

Mr. Wetcue.. The money question is simply a matter of adminis- 
tration as to where they will get the money from. 

Admiral Denesrinx. That is correct. 

Mr. Seety-Brown. I think by the same token it is tremendously 
important that every time we make «a recommendation on any legis- 
lation that involves an authorization for future appropriations that 
even the committee making the authorization be advised as to the 
total cost because a lot of legislation is passed through on the basis 
that it sounds wonderful until it hits the item of how much does 
it cost, and then everybody backs away from it. I think it should be 
clearly understood as to what this legislation will cost. 

Mr. Weicuet. Do you have any questions, Mr. Hart? 

Mr. Hart. I have no questions of the Admiral. I understand that 
Secretary Weeks some time during the day will arrive, or some repre- 
sentative of his, and I want to ask him a question. 

Mr. Wetcue.. Is there any questioning of the Admiral? 

Mr. Bonner. Yes. I call your attention to line 8 of the bill and 
all of this refers to the act of 1936, section 510. Section 510 in the 
act of 1936 with respect to obsolete vessels not less than 17 years old, 
this legislation reduces that to 10 years. How fast does a vessel 
become obsolete? We are dealing with tankers that were evidently 
built since the World War. 

Admiral Denrprink. Yes; this involves tankers of the World War 
II program. We consider that the life of a tanker is approximately 
20 years. Some tankers will deteriorate faster than others, depending 
upon what kind of a product we carry in the tanker. If we carry a 
high-octane gasoline in a tanker, the corrosion of the strength mem- 
bers in the tanks is much more rapid than if you carry black oil. The 
life of a tanker is very short, and I would say you may use the tanker 
20 years with great validity for tanker life. 

Mr. Bonner. You are talking about the national defense. I am 
wondering whether this bill is for national defense or building of 
new tankers for somebody who already has a tanker. 

Admiral Deneprink. This bill is to replace existing tankers with 
new tankers. 

Mr. Bonner. These tankers are 10 years old. Are they obsolete? 

Adiniral Deneprinx. The tanker that is 10 years old has used up 
approximately one-half of its life. 

Mr. Bonner. Well, is it obsolete? 

Admiral Denesrin«. I think that it is obsolescent. I think it is 
more nearly obsolescent than obsolete. 


36545—_54——_2 
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Mr. Bonner. What are these tankers that are 10 years old at the 
present time? Under what program were they built? 

Admiral Denesrinx. They were built in the World War II pro- 
gram. They are what we commonly call the T-2 tankers. 

Mr. Bonner. Were they sold under the Ship Sales Act? 

Admiral Denrrrinx. Yes; they were sold under that act. 

Mr. Bonner. They were sold under the Ship Sales Act at a very 
reasonable price? 

Admiral Denepsrin«. I think that is a correct statement. 

Mr. Bonner. And they are going to come in again and have another 
valuation for the purpose of exchanging them for another new and 
more modern tanker ? 

Admiral Denrsrink. That is correct. 

Mr. Bonner. Where is the Treasury and the people who pay taxes 
going to be protected from these kinds of oper iaesal 

Admiral Denrrrinx. Well, there are no tankers in the reserve Fleet 
of the United States at the present time. Every American flag 
tanker 

Mr. Bonner. I understand and appreciate that. But these tankers, 
the old tankers which you say are 50 percent worn out go into the 
reserve Fleet and these tankers go to people who are in commercial 
business, as I understand it. 

Admiral Denrertnx. No. As I understand this bill, this bill pro- 
vides that tankers that are not less than 10 years old would be sold back 
to the Government and then be placed in the national defense reserve 
fleet. 

Mr. Bonner. That is right. 

Admiral Denreprrnx. Where they would act as a reserve on the 
new tankers to be constructed. The operator, the man who built the 
new tanker, would be allowed to operate the old tanker until the new 
tanker was completed. However, these features, Mr. Bonner, are 
features of this problem that I think more nearly affect Secretary 
Weeks and the Commerce Department. 

Mr. Bonner. You are an operator of ships and vessels, and I thought 
maybe we would get more out of you than we could out of somebody 
who has not had the experience you have had with the operation and 
with the life of the vessels and ships. 

This goes on to say that this will be done “in the discretion of the 
Secretary of Commerce” and the Maritime Board, the valuation of 
these ships that were sold under the Ship Sales Act and are now being 
turned in at 10 years of age shall be redetermined and whatever the 
valuation is placed upon them will be applied to new tankers. 

Admiral Denrrrinx. That is right. 

Mr. Bonner. So it is a sort of a windfall to the private operator, 
wouldn’t you say? 

Admiral Denesrink. I don’t know about that. 

Mr. Weicuen. Without interrupting, I think the legislation was 
proposed by the Department of Commerce and by Secretary Weeks. 

Mr. Bonner. I understand that. 

Mr. Wercner. I was wondering if they would not be in a better 
position to explain. 

Mr. Bonner. I don’t know if they are or not. I am trying to get 
some views from a man raised at sea and trained in the operation of 
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vessels, and he certainly should know something about the life of 
vessels and that is more than the civilian officials of our Government 
would know. 

Mr. Weicuer. With reference to the 1936 act, the Department of 
Commerce probably has the information rather than Defense. 

Mr. Bonner. I appreciate your views about it and you have a right 
to have them, but I was trying to develop a record and see what some- 
body now running a fleet of vessels for the Government might think 
about this. 

Admiral Denrsrinx. Might I add this for your help, Mr. Bonner? 
This program, as I understand it, is to provide for the construction of 
new, fast, supertankers, which would be in line with the advance in 
the tanker industry. As I understand, these tankers would be possible 
of 18-knot speed, large carrying capacity, and would be an improve- 
ment over the T-2 tankers of World War II. 

Mr. Bonner. I realize that. But there is another side to the picture 
other than that. The Government wants to build tankers and if they 
tell us for the Government to build tankers for national defense, I am 
not opposed to it at all. The Government builds the tanker and owns 
it and keeps it in reserve, but this business of building tankers for some- 
body else to use and wear out and then turn them back to the Govern- 
ment is a little different picture. Would you think it is or isn’t? 

Admiral Denrprinx. I am trying to be helpful but I think I am 
the wrong man to be helpful on that score. I understand this is to be a 
tanker program constructed by private funds where the owner 

Mr. eo But the Government puts in the principal amount. of 
the fund. 

Admiral Denrsprrink. When we were over at the Senate side there 
was a companion piece of legislation introduced and they had in that 
legislation something to do with funding, and I am not an expert 
on that. 

Mr. Bonner. You can read. 

Admiral Denresrink. Yes, sir. 

Mr. Bonner. Who will put in the principal amount of money in the 
tankers when they are now built? 

Admiral Denrprinx. I am not familiar with the funding bill, hon- 
estly. Iam not familiar with that funding bill. 

Mr. Bonner. I am through, Mr. Chairman. 

Mr. Weicuet. Mr. Bonner and members of the Committee, could 
we suspend with Admiral Denebrink and hear the Secretary of Com- 
merce, Mr. Weeks, from whose department this legislation originated, 
and you will be excused subject to further call ? 

Secretary Tuomas. In answer to Mr. Bonner’s question, I think 
there are two basic things involved. 

Mr. Bonner. I think I want to be frank about the matter, to be 
honest and frank about it and not try to have a subterfuge and wrap- 
ping it up in something else. I am for having proper nationab 
defense. 

Secretary Tuomas. I am sure of that. 

Mr. Weicuet. If there are no other questions at this time, we will 
suspend the testimony of Admiral Denebrink and this group until 
after the Secretary of Commerce is finished. Does anyone want to 
question Secretary Thomas or Admiral Denebrink any further? 

Mr. Dorn. I have some questions. 
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Mr. Weicuen. We will suspend questioning of Mr. Thomas and 
Admiral Denebrink for the time being until after the Secretary of 
Commerce is finished. 

This testimony is on the tanker bill and involves the purchase of 
tankers over 10 years of age by the Maritime Administration with 
the. purchase price to be applied to the construction of a new tanker 
approved by the Maritime Administration and the Navy Department 
as to defense features. 

We will now hear from the Secretary of Commerce, Mr. Weeks. 
Will you proceed with your statement, please ? 


STATEMENT OF HON. SINCLAIR WEEKS, SECRETARY OF COM- 
MERCE, ACCOMPANIED BY HON. ROBERT B. MURRAY, UNDER 
SECRETARY OF COMMERCE, LOUIS S. ROTHSCHILD, CHAIRMAN, 
MARITIME BOARD, FRANCIS T. GREENE, GENERAL COUNSEL, 
MARITIME ADMINISTRATION, AND JAMES J. MOONEY, PROGRAM 
PLANNING, MARITIME ADMINISTRATION 


Secretary Weeks. Mr. Chairman, the Department of Commerce 
appears today in suport of H. R. 6353, a measure designed to promote 
the privately owned merchant marine and the privately owned ship- 
building industry in the interest of national defense. 

We sincerely regret the lateness of the submission of this measure 
and trust the committee appreciates that we are here at this time only 
because of our sincere conviction as to the urgency of the situation 
and the soundness of the proposed legislation. 

H. R. 6353, as indicated in the executive communication to the 
Speaker of the House of Representatives, is designed to create a ready 
reserve of usable tankers, and at the same time stimulate the construc- 
tion of new, faster, and more efficient tonnage. The new administra- 
tion, as one of its first acts on coming into office, undertook an exhaus- 
tive study of the national petroleum situation. This study considered 
all facets of the petroleum complex, including the area of ocean trans- 
portation of petroleum. The problem was developed, reviewed, and 
studied by the most qualified military, civilian, and industrial author- 
ities. We call to the committee’s attention that, in considering the 
availability of tankers in event of a grave national emergency, the 
study realistically assumed the foreign-flag tankers of our prospective 
allies would be available to the forces of the free world. 

However, even assuming the availability of this non-American ton- 
nage, the studies concluded that one of the most serious risks to the 
national security stems from the critical shortage of tankers with 
which to meet the needs created by a grave national emergency. This 
shortage is recognized by all who have studied the situation. This 
tanker deficit could, of course, be met in more than one way. Wecould 
place complete dependence on our ability to produce in time of war a 
very great number of tankers but with the obvious risk of impairing 
ather vital defense production. Alternately, we could stockpile in 
— the entire number of tankers needed to meet estimated mo- 

ilization deficits. We could and do contemplate in H. R. 6353 steering 
a middle course between these two extremes. If it is enacted into law, 
we propose to encourage the private construction of tankers, with pri- 
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vate funds, to private specifications, and for private use, by trading 
in existing war-built tonnage which, while less efficient and slowe1 
than the repl: ucement ships, will be of great value in time of national 
emergency, especially in the initial phases. Such an approach has the 
additional advantage of reducing the problem of block obsolescence, 
and this byproduct is in itself an increasingly important consideration 
as our largely war-built tanker fleet continues to age en masse. 

The only specification which the Government will require in the new 
tanker construction is that the new ships be capable of a minimum sus 
tained sea speed, fully loaded, of 18 knots. W e have arrived at this 
judgment again after careful, exhaustive studies by the most com- 
petent and knowledgeable authorities. We believe that the insistenc¢ 
upon this minimum speed, even though it may involve in some cases 
the payment of a national defense allowance, is completely justified in 
the light of military estimates of conditions prevailing in a future 

period of full mobilization. 

While I understand that this hearing is called on the bill H. R. 6 
only, permit me in the interest of expeditious consideration of thes 
urgent proposals to express briefly my general views on H. R. 6441, 
which I understand will probably be considered by your committee 
tomorrow. H. R. 6441, as indicated in the communication to the 
Speaker of the House of Representatives, is aimed at facilitating the 
private financing of ship construction by simplifying and broadening 
the present cumbersome and uns: utisfactory insurance provision of title 
XI of the Merchant Marine Act, 1936. The Department is convinced 
that if the privately owned merchant marine and the United States 
shipbuilding industry are to withstand the cyclical variations which 
have characterized these industries in the years passed, they must 
achieve a greater degree of financial stability. This, in our opinion, 
can result only from the maximum use of private capital and minimun: 
dependence upon direct Government appropriations. The Depart- 
ment believes that H. R. 6441 will go a long way in encouraging the 
investment of private funds in the construction of American-tfi: ag ves- 
sels and will result in the withdrawal of the Government from a func- 
tion which in other heavy industries is handled by private financing 
institutions. This particular legislation does have long-range implica- 
tions, and some might say that, “inasmuch as the Dep: irtment of Com- 
merce is now making a comprehensive study of the long-range problems 
of the merchant marine, we are premature in the submission of this 
particular bill. We believe, however, that the objectives of the bill ar 
so patently in line with the principles to which this administration is 
dedicated that there can be no question as to its basic desirability and 
therefore, H. R. 6441 should be enacted promptly. 

In conclusion, I reiterate my strong personal conviction as to the 
need of prompt enactment of both H. R. 6353 and H. R. 6441. To me, 
this proposed legislation is clear evidence of the administration’s inten 
tion to carry out its stated policies of recognizing and accepting na- 
tional defense responsibilities, and at the same ‘time meeting these 
responsibilities with the true American concept of minimum govern- 
ment and maximum private partic ipation. In my opinion, the bills 
before you represent a basic policy of reorientation which will encour- 
age private shipowners and shipbuilders to draw on their own re- 
sources, talents, energies, and skills with the absolute minimum of 
Government supervision and control consistent with the public interest 
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H. R. 6353 is a bill which I am somewhat responsible for and it 
comes from the action of the Security Council which has been studyin 
the need for additional tanker capacity. This is a trade-in and buil 
program which I think is a program which will give further reserve 
fleet tanker ¢ apacity and, at the same time, bring “about the construc- 
tion of new and fast tankers of the modern type, not to be less than 
18 knots in speed. 

The particular project involves the construction of 20 ships and the 
trade-i in of about 40 ships. The cost to the Government will be con- 
siderably less than as though the Government set forth to build the 

tankers on its own. 

In this particular instance, you are getting private capital into the 
project to an extent that you could not otherwise plan for, and I want 
to say that in this particular legislation the 12-year limitation has to 
os cut to 10 years in order to enable us to make the program function. 

iat, Mr. Chairman, in a general way is the picture as I see it. 

It is important, we think, from a defense standpoint. In fact, that 
is the reason that the project is being proposed and we think, doing it 
this way, we will save money for the Government and : accomplish ‘the 
same end. 

i shall be glad to answer the questions, but my statement is an 
ans ‘ae sisofmy views. lam very certain that it will bea good program. 

Additionally, I may say that the shipbuilding industry in this coun- 
try—that this will come ‘along at a time when it will be particularly 
helpful to the shipyards whic h, under the present program, are going 
to run out of work unless something new comes along. They are 
going to begin to run short along tow: ‘ard the end of next year. This 

tanker program is distinctly a defense program and it will help in 
that particular direction of keeping the shipyards functioning. 

May I have your permission to say a word about a bill that T under- 
stand you are not hereon and will not hear until tomorrow, but I have 
made reference to it and that is H. R. 6441, which is aimed at facilitat- 
ing the private financing of ship construction by simplifying and 
broadening the present cumbersome and unsatisfactory insurance pro- 
vision of title XI of the Merchant Marine Act of 1936, and we believe 
that H. R. 6441 will go a long way toward encouraging the investment 
of private funds in the construction of American-flag vessels and will 
result in the withdrawal of the Government from a function which in 
other heavy industries is handled by private financing institutions. 

I would like to leave that statement, if I may, for the hearing which 
I understand you will conduct tomorrow, 

Mr. Weicue.. Do I understand that the tanker bill is to assist the 
national defense by putting these tankers over 10 years old into the 
reserve fleet and to apply the amount of the purchase price toward 
the construction of a new tanker approved by the Maritime Board 
and approved by ches Secretary of the Navy. The other legislation 
proposed is the guaranty by the Government of 90 percent of a mort- 
gage on a ship that would apply to the | uilding of tankers as well as 
dry-cargo vessels; is that the idea? 

Secretary Weeks. That one bill has no direct bearing on this tanker 
program. It is a general, desirable amendment to the Merchant 
Marine Act of 1956 that we think is important, looking toward the 
future. 
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Mr. Weicue.. With reference to tankers as well as dry cargo? 

Secretary Werks. It could be, yes; but it really is a separate propo- 
sition from this tanker program which we think is so urgently 
desirable. 

Mr. Wericue.. You desire that legislation also, but you will offer 
the testimony separately on that legislation and not as a part of this; 
is that correct ‘ 

Secretary Weeks. That is right. 

Mr. Weicnet. You may proceed. 

Secretary WrEKs. L will be glad to answer questions, Mr. Chairman. 

Mr. Weicue.. Is there anything further, any further supplemen- 
z ry statement by the Under Secretary of Commerce, Mr. Murray, or 
by Mr. Rothschild, the Chairman of the Maritime Board, or may we 
direct the questions to you and to the whole panel ¢ 

Secretary Werks. If there are questions, we will attempt to answer 
them. 

Mr. Weicue.. Do you have any questions, Mr. Seely-Brown ? 

Mr. Srety-Brown. Yes, Mr. Chairman. It was my understanding 
from the testimony “which was presented in respect to this matter 
before your arrival, Secretary Weeks, that the funds involved would 
have to come out of an additional appropriation and that the funds 
were not included in any appropriation bill presently before the 
Congress; is that correct / 

Secretary Weeks. This is an authorization. 

Mr. See.ty-Brown. I am concerned particularly with the language 
in section 2 of the bill on page 2. 

Secretary Weeks. I want to make reference to that: 

There are hereby authorized to be appropriated or otherwise made available— 


and I would point out that we think it quite possible that a study is 
under way today, currently, to see whether there are other funds avail- 
able in the Office of Defense Mobilization, revolving funds or what- 
not. I cannot say today where the funds will come from. I do not 
think we contemplate any supplementary request at this time, but the 
legislation is necessary first and I think it quite possible that the 
funds can be made available from present appropriations. 

Mr. See.ty-Brown. How much do you anticipate this program will 
cost ¢ 

Secretary Weeks. In the neighborhood of possibly 55 million to 
60 million dollars, the particular program we are talking about now. 

Mr. Weicuet. In how many years? 

Secretary Weeks. I would think 2 or 3 years—2 years. 

Mr. Srevy-Brown. And who will own the ship? 

Secretary Werks. The private operators. The trade-in ships will 
be owned by the Government and the new ships will be owned by 
the private operators. 

Mr. Srety-Brown. And the $55 million will be used to provide 
ships for the use by the private ope srators ? 

Secretary Werks. No. The money will be used to buy the older 
tankers and if you are an operator you would take what you got for 
two old tankers and apply it against the cost of the new ts ankers which 
you build, but the new ship is a privately owned proposition. The 
old tankers which we buy in would go into the reserve fleet. 
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Mr. Srery-Brown. In other words, the $55 million in fact would 
go to buy old ships which would be put into the reserve fleet ‘ 

Secretary Weeks. That is right. 

Mr. Sreiy-Brown. For use if the national emergency requires it? 

Secretary Weeks. That is right. 

Mr. Srety-Brown. And the money which you in turn will turn 
over to the private operators to build new ships? 

Secretary Werks. That is right. 

Mr. Srety-Browny. Which they will use in their own private 
operations ¢ 

Secretary Weeks. That is correct. 

Mr. Srety-Brown. Do you have any objection to the language on 
line 15 of page 2 of the bill? I gathered the impression from the 
earlier witness that the Department of Defense had some questions 
regarding that language “or otherwise made available.” It was my 
understanding from the first witness that the Department of Defense 
indicated that the money was not available at present in the current 
appropriation and that addi —_ il funds would be required. I may 
not be quoting him correctly, but I believe that was the testimony. 

Secretary Werks. I am not at all acquainted with that question re- 
lating to the Department of Defense, but I believe that currently the 
Department of Defense, the Director of the Office of Defense Mobili- 
zation and the Director of the Bureau of the Budget are studying the 
question of availability of funds, and I cannot answer for that. The 
Commerce Department would implement the operation. We are not 
presently, at least, concerned with the funds insofar as the Depart- 
ment of Commerce request is concerned. 

Mr. Srrty-Brown. I am sure I appreciate your position and I am 
sure you also appreciate the position of Congressmen who are trying 
to analyze all authorization bills now because we are very quic ‘k to 
authorize expenditures but when it comes to providing the money, 
everybody backs away. I think it is important that we know what is 
involved. Because if I authorize the expenditure of money, then I 
vote to appropriate it, but I would like to know where I stand before 
I vote any expenditures of money. 

Secretary Weeks. I think, Mr. Congressman, that it should be 
pessible to acquaint you with the further fact and acquaint the com- 
mittee with the further fact on the question of the funds within the 
next 2 or 3 days. I will undertake to discuss with the Director of the 
Budget that subject and see what progress they are making in that 
direction. 

(Information to be supplied.) 

Mr. Wercnen. Do you have any questions, Mr. Thompson ? 

Mr. Tuomrson. Yes, Mr. Chairman. Wasn’t it finally determined 
by the letter from Mr. W aie: the Secretary of Defense, to Mr. Dodge, 
the Director of the Bureau of the Budget, that there were absolutely 
no funds in the Department of Defense available ¢ 

Mr. Weicuev. This legislation does not say that you use funds from 
the Department of Defense. This is an authorization. I do not sup- 
pose anybody can take funds away from the Department of Defense 
except by Executive order of the President. So, with reference to 
what the Department of Defense says about funds, the President is 
the head of the executive side of the Government and his views would 
control. 
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Mr. THompson. The Secretary was so definite in that opinion that 
he went insofar as to recommend the scrapping of this program. 

Mr. Weicue.. That is something he will have to take up with his 
boss, the President. 

Mr. THomprson. Of course, he made the statement, and I assume 
he was responsible for it. 

Mr. Weicuen. Do you have any questions, Mr. Mumma? 

Mr. Mumma. You wovuldn’t blame Secretary Wilson for putting 
himself in writing after the fight he made to get that money ? 

Mr. TuHomreson. I do not blame him at all. 

Mr. Wricuet. I think that would be a matter between the depart- 
ments. Do you have any questions, Mr. Hart? 

Mr. Harr. Mr. Bonner has anticipated me in the questions he 
addressed to Admiral Denebrink and I prefer that he pursue his line 
of questioning. But I would like to have the Secretary explain in 
clear and simple language the mechanics of this bill. You have stated 
the objectives, but how does it work? How will the objectives come 
about ¢ 

Secretary Werks. The Department of Commerce would negotiate 

vith the independent private operators who have tankers that they 
might be w illing to trade in on the basis alre: ady described. We would 
negotiate as to the purchase price for, we will say, two tankers, and 
then the operator, after the purchase had been made, the operator 
would take the money and add it to his own funds and build a new 
tanker. The arrangement would include the obligation on the part 
oi the operator to provide a new tanker. I believe, Mr. Chairman, 
that there is a provision where the old tanker would be allowed to 
continue in service until the new tanker might be completed. 

Mr. Harr. Would that privilege or right be taken into account in 
fixing the purchase price / 

Secretary Wrerxs. You mean the right to continue to operate ? 

Mr. Harr. Yes, sit 

Secretary Werks. Naturally, that would be a factor, although I 
would not think it is too important a factor. The factor of speed is 
another thing that would be taken into consideration. ‘There are 
various factors to the negotiations that would go on for the purchase 
of these old tankers. I guess that would be one of them. 

Mr. Moonry. We propose to collect charter hire for the period be- 
tween the time the title is transferred to the Government and the ship 
was actually delivered to our custody. 

Mr. Hart. But it would be within the sole discretion of the Secre- 
tary of Commerce as to how much will be paid the owner of the old 
tanker in exchange for the new tankers. 

Mr. Moonry. Yes, sir. 

Secretary Werks. That is correct. 

Mr. Harr. Even in the case where the old tankers were purchased 
in accordance with the provisions of the Ship Sales Act‘ 

Secretary Werks. I think it is completely within the discretion of 
the Secretary of Commerce to negotiate and pay the world market 
price, whi itever it is. 

Mr. Wericuex. To pay the world market price? How do you de- 
termine the market price of a tanker over 10 years of age? 1 do not 

36545—54 3 
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want to take away from Mr. Hart’s question, but what are the me- 
chanics of it? 

Mr. Harr. He had answered my question. 

Mr. Wetcue.. How do you determine that ? 

Secretary Murray. That price, as you know, fluctuates from time 
to time. There is a market in tankers and we would attempt to get 
the best possible deal that we could at the time we entered into ne- 
gotiations with the tanker operator. There might be one price one 
month and another price another month. 

Mr. Wercuer. Do you have any further questions, Mr. Hart? 

Mr. Harr. I yield to Mr. Bonner to pursue his line of questioning. 

Mr. Bonner. Do I understand that this proposal you make is a new 
feature added to the 1936 act and is it incorporated in the proposed bill, 
this trade-in of 2 for 1? As I understand you, you are going to take 
in 2 obsolete vessels and construct 1 new one. That is entirely a new 
feature in the Merchant Marine Act, isn’t it? 

Secretary Weeks. Well, I would say so. I don’t know anything in 
the Merchant Marine Act that is covered that way. 

Mr. Bonner. Oh, yes. The Merchant Marine Act is a replacement 
act, 1 for 1. 

Secretary Weeks. This is another type of operation, as I see it. 

Mr. Bonner. Is it covered in your proposed bill? Do you have 
plural in here? You said you are going to construct 20 and ti ake in 40. 

Mr. Wricuen. That is an example. There is nothing in the legis- 
lation about 2 for 1. That is an example. The money that is paid 
will be used to build new ships, isn’t that what the bill says ¢ 

Secretary Weeks. We think private operators will be interested 
to build new tankers on somewhat this basis. 

Mr. Bonner. I should say they would. I agree with you thor- 
oughly they will. Do you know any automobile dealer who will take 
in 2 old cars for 1 new one? 

Secretary Werks. It isn’t an even swap, as far as they are con- 
cerned, 

Secretary Murray. That might be the case if you were trading a 
Ford for a Cadillac or something of that sort. These new high-speed 
tankers are expensive. They cost $7 million to $8 million. The prob- 
lem is paying a going mt irket price for an old tanker, not an obsolete 
tanker, a middle aged tanker that would be useful in time of emer- 
gency. 

Mr. Bonner. You propose under this legislation to take 2 tankers 
and replace them with 1 under this bill, is that correct ? 

Secretary Werks. In effect. We would add two tankers to the 
reserve fleet and a new tanker of modern construction would take its 
place. 

Mr. Bonner. But you are going to take in 2 obsolete tankers and 
replace them with 1? 

Secretary Weeks. That is correct. You understand the new one 
would have the same capacity as the two old ones. 

Mr. Bonner. I understand. 

Mr. Weicue.. Let us make that a little bit more clear. That isn’t 
in the legislation. 

Mr. Bonner. You are right. They shouldn’t take 2 old tankers 
and give a man enough money to get a new one. Is that what it is 
intended to do, or are you intending to buy 1 or 2 tankers from a 





CO FACILITATE AND ENCOURAGE NEW SHIP CONSTRUCTION 15 


private owner, the tanker of 10 years of age and put it in the reserve 
fleet and then with this purchase price that is to be applied on a 
new tanker, a fi ust one, a modern one, a ship approved by your board 
and the Navy! Is that the proposition, or just trade in enough old 
ones and get enough money without anybody putting in any new 
money ¢ 

Secretary Werks. There will be new money put in by private oper- 
ators. The defense requirements indicate that there should be so 
many tankers added to the reserve fleet. This is a part of that pro- 
gram by which we would buy two old tankers. The proceeds to the 
operator from the sale of those 2 tankers, he would add to whatever 
else he had to provide in the way of money and build a new tanker 
which would have the carrying capacity of the 2 old ones that we 
took in. 

Mr. Weicuen. But they are not taking enough old ones to give him 
enough money to buy a new one? 

Secretary Werks. Oh, no. The operator will have to put in a 
substantial amount of money. 

Mr. Bonner. This is 2 for 1 and the Merchant Marine Act of 1936 
dwelt with the subject of the replacement of the fleet 1 for 1, so we are 
going into a new feature. 

Mr. Krocu. Mr. Secretary, assuming your end of the program is 
$55 million, have you any estimate of how much additional capital 
would be put in by the operators who participated in it? 

Secretary Weeks. Four million dollars to five million dollars a 
ship. 

Mr. Kroeu. So that your share would represent about 50 percent 
of the cost of the new tankers 

Secretary Werks. Less than that. 

Mr. Krocu. We are talking on the basis of $55 million. 

Secretary Werks. I would say it would run about 40 percent. 

Mr. Kroau. We are talking about 17 or 18 new tankers. 

Mr. Bonner. Mr. Secretary, the responsibility is going to fall on 
you to determine the valuation of the tankers you take in; that is 
correct ; isn’t it ? 

Secretary Weeks. Yes, sir. 

Mr. Bonner. Now, Mr. Secretary, these tankers that you are going 
to take in formerly belonged to the Government. You are aware of 
that. They were sold under the Ship Sales Act. 

Secretary Werks. Yes, sir. 

Mr. Bonner. We are correct on that? 

Secretary Werks. Yes, sir. 

Mr. Bonner. Now, they were sold at a discounted price under the 
Ship Sales Act. You are familiar with that? 

Secretary Werks. I am not familiar myself with how they were 
sold. 

Secretary Murray. That is correct. 

Mr. Bonner. We have had enough airing out of the merchant- 
marine propositions for everybody in the country to know something 
about it. I am just thinking about you, sir, and I am wondering who 
is getting gored here and who is going to get the profit. We sold these 
ships originally at a discount. They “have been operating, it has been 
testified here that they are approximately 10 years old. This act 
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reduces from the 1936 act which we were careful in writing the defini- 
tion of an obsolete vessel. The obsolete vessel under the 1936 act is 17 
years old, whereas under this act it is 10 yearsold. You are changing 
that feature in the 1936 act. We sold these tankers at a discounted 
price. They have ben used for 10 years and you are going to take 2 of 
them in to build 1 back and then you are going to put the tanker right 
back into the reserve fleet from which it was sold. 

Now, I wonder who is going to be the gainer in this proposition, the 
Government, the national defense, or private industry. 

Secretary Werks. The executive decision, as I understand it, is 
that from a defense standpoint we need tankers in the reserve fleet. 
When we get them in the reserve fleet or in the process of getting them 
in the reserve fleet, if we cannot make a good trade on this as far as 
I am concerned we are not making It. 

Mr. Bonn! R. | am not trying to confuse you or criticize you, but 
I am trying to have an understanding about what is going to be done 
so that the press W ill know and everybody will know and then we will 
not turn up a year or two later from now and have big headlines in the 
press about this operation which we are now getting the tankers back 
into the reserve fleet after 10 years of wear, and I want to know what 
kind of scaled-down value you propose to put on it when you take 
them back. 

Secretary Weeks. I cannot answer that question and I do not think 
any of us can because we haven't started trading them. 

Mr. Bonner. Is the fact that they were sold at a discount as surplus 
property of the Government and have been used 10 years material in 
arriving at the fair v: ac of the ships? Is that going to be taken into 
consideration, or will it be said if sey ship was constructed by a private 
operator in a private shipyard the cost would be $2 million and the 

ship has been operated 10 years wo during the operation of this ship 
. y the private operator he has had a reduction in the value of the ship, 

ak value of the ship, each year he gets a reduction for tax pur- 
pos es. Now he has had the reduction and then when you go to deter- 
mine the fair value of the ship he will not get much out of it as a fair 
value if a fair value is determined properly by you. What do you 
think of that? 

Secretary Werks. I can only answer in this way, that I am not 
accustomed to paying in my own private affairs more than I have to 
when I make a trade and when I am acting in fiduciary capacity, so 
to speak, I will make as good a trade as I can. 

Mr. Bonner. I throw myself open to the members of the committee 
and the press on the statements I made about this. There is not much 
value in these tankers to be returned to the Government because the 
Government originally owned them and then sold them at a discount 
and they have been depreciated in value for tax purposes and so forth. 
If you base it on that, you are put in one position. If you turn around 
and base it on the fact that this fellow has got a tanker with a world 
mi: urket value of so much and the United St: utes will take it in, you 
won’t pay much. 

Mr. Wetcuet. The Under Secretary made the statement that they 
are going to pay the market value. 

Mr. Bonner. Yes, Mr. Chairman, but the market value is not tak- 
ing into consideration the other things that the Government has al- 
ready paid for. 
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Mr. Weicuex. They said they will take into consideration the mar- 
ket value and not any de -preciated value. He said that quite clearly. 

Mr. Bonner. I have quite a feeling for the members of this commit- 
tee and for the act that they have written and for the various amend- 
ments they have put on the act, and as I feel a responsibility I was ter- 
ribly disappointed with many things that took place not in accord- 
ance with this act and I hate to see it happen again. I believe that by 
the enactment of this law, unles it is very carefully guarded by you, 
you will have the same trouble again. That is all I have to say. 

Mr. Harr. I desire to associate myself with everything that Mr. 
Bonner has stated. 

Mr. Bonner. I therefore wonder where the legislation really comes 
from because it cannot bring much benefit to the private operator if it 
is administered in the light “of what has tr anspired in the past. 

Mr. Wercuex. But your plan is to pay the market value, the world 
market, on that tanker, is that right? So that we do not misunder- 
stand it. You are not going to pay the book value, the depreciated 
value, or any other value except the market value on a world basis for 
a tanker, is that correct ? 

Secretary Werks. My intention would be to buy at the best possible 
advantage to the Government and if we cannot make a good trade, I 
would not make it. That is my personal view. 

Mr. Weicue.. Mr. Dorn, do you have any questions? 

Mr. Dorn. Yes, Mr. Chairman. On what basis do you consider it 
to be a good trade? 

Mr. Weicuex. I understood Secretary Murray to say it was on a 
world market value basis. Does the committee understand that they 
are to pay the market value? Let us get that straight first. 

Secretary Murray. That is what I said. 

Mr. Weicue.. Is that the way it is intended to be administered, 
that you will pay the market value? Is that what you mean to buy 
them at, at the market value? 

Secretary Werks. Yes, sir. 

Mr. Weicuen. Mr. Bonner has a last question. 

Mr. Bonner. Let me tell you about this mi arket value. At the ap- 
proach of W orld War IT we sold ships for $5.75 per ton and bought 
them back for $98 and $100 a ton, and we sold them out of the reserve 
fleet. That is the danger of this thing. 

Mr. Weicuen. Mr. Mumma? 

Mr. Mumma. What you are trying to do is to avoid all this pub- 
licity, unfavorable and questionable activity in disposing of these 
tanker ships. I don’t know what the man’s name was any more, some 
Member of Congress who was supposed to have made a lot of money 
and also this woman by the name of Olga was supposed to have made a 
lot of money and we want to see the Government interest protected. 
That is the whole basis of this argument of yours. 

Mr. Bonner. That is right. 

Mr. Mumma. I don’t think there is any question on the part of the 
committee about that. 

Mr. Bonner. Where you forewarn the Secretary and get him on 
record, if I could, what would be his opinion of a fair market value 
on these ships based on the facts which I have cited. 

Mr. Mumma. You still said you did not want a recurrence of what 
happened, and I certainly do not believe anybody else does. 
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It is not exactly like an automobile but there are certain times 
whe n they will cost more and other times when they will cost less. 

here : nothing in the legislation that says they should be all T-2 
tanke rs, but I do believe it would be prefers able from the standpoint 
of the Government to have all T-2 tankers and then you do not have 
a variety of mongrels that were designed hither and thither. It doesn’t 
say that they have to be all T 

Secretary Murray. Not in the legislation. The desire is to get 
good, middle-aged tankers that will be useful in the reserve fleet. We 
have a tanker shortage. 

We have three ways of building up the tanker fleet, under the long- 
range shipping bill we may subsidize, grant a construction subsidy to 
an operator who comes in, and that means we put up roughly 40 per- 
cent of the cost of the tanker and have nothing in return. 

The second alternative is to build the tankers ourselves, which we 
have done in the dry cargo field with the mariners and put those ships 
in the » reserve fleet and we pay : all the prices of that. 

‘he third alternative is to get something for our money and at the 
same time get something for our tankers and on the basis of tr: ading 
certain tankers in which are now owned. If somebody else gave them 
away, that is another problem in another year. The fact is that the 
title of these tankers resides in the hands of the private operators and 
they have a market value. It is a matter of negotiation. The tankers 
do have a value and it seemed to us that following this alternative we 
would have in the fleet of the private operators a modern, high-speed 
tanker. We would also have two other tankers in the reserve fleet. We 
would not subsidize the building of tankers as such. We would get 
something forour money. We would have two tankers which we would 
buy, provided we could get the private operators to sell them. It 
seemed to us this would get us the greatest possible number of tankers 
in the shortest possible time. 

Mr. Mumma. Will an 18-knot tanker avoid convoys? 

Secretary Murray. We think so 

Mr. Mumma. What is the speed of the Mariners? 

Secretary Murray. Twenty or twenty-one knots. 

Mr. Mumma. Is it possible to increase the ae of these slower 
tankers where there will be no question about their being able to 
avoid convoys ¢ 

Secretary Murray. The old ones? 

Mr. Mumma. The new ones? That is the big point in my mind. 

Secretary Murray. The feeling is that these will be able to avoid 
convoy. 

Mr. Wetcue.. Mr. Dorn? 

Mr. Dorn. You say the feeling. Whose feeling? 

Secretary Murray. Ask the Navy that. This comes from the Na- 
tional Security Council. 

Mr. Mumma. I would feel much safer if we said we were going to 
avoid this convoy. 

Secretary Weeks. That phase has been discussed and I think it is 
the opinion of those who know that that speed will be adequate to 
avoid convoy. 

Mr. Mumma. You said in the statement, or it is here in the bill, 
about the national defense features to be incorporated. You said 
some additional expense. I don’t know whether you are the proper 
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authority on that or not, but what would the main national defense 
features be? The United States has a completely duplicate power- 
plant. Would that be considered in this? Would there be any pro- 
vision for the shell ? 

Secretary Weeks. The national defense feature I was referring to 
was the speed. 

Mr. Mumma. Would that be a new powerplant? 

Secretary Werks. I know of no one, to my knowledge. That is 
the only feature that I was referring to in my statement, the speed 
of the ship. 

Mr. Mumma. The powerplant would be designed to make this 18 
knots. What is the average speed or I meant what is the possible 
speed of the best tankers on the ocean today ¢ 

Secretary Weeks. I think the operators like from 16 to 17 knots. 

Secretary Murray. The tanker you saw, Mr. Mumma, just recently, 
is designed for 17 knots and, as I understand, it has been making 
18 knots. They are being designed for about 17 knots, the new ones. 

Mr. Mumma. Will a fellow be able to trade one from the Pana- 
manian registry back into the American registry again and trade 
that in to us? 

Secretary Murray. I don’t know why he wouldn’t. The main 
thing is to get tankers. Contrary to what I believe the impression has 
been, I do not believe that there is going to be any rush to us in carry- 
ing out this program. I think that there will be operators who will 
want to do it, and I think that there will be many operators who will 
not desire to do so. 

We have had conferences and have had about 35 operators down 
in a meeting and we were not overwhelmed with enthusiasm, I can 
assure you. As a matter of fact, we did not come up with an antici- 
pation of quite what we thought we would. 

Mr. Mumma. I think we need them. We get the fast Mariner-type 
vessels to avoid convoy and have the defense features and we ought 
to have some of these tankers with the same capability. 

Mr. Weicuet. With reference to the national defense aspect on 
which you will purchase these old ones and give them the money for 
new ones, the national defense necessity has been determined in ad- 
vance by the Board and the Secretary of Defense. 

Secretary Weeks. The recommendation comes from the National 
Security Council. 

Mr. Wercuet. Mr. Boykin, do you have any questions? 

Mr. Borxty. No questions. 

Mr. Weicue.. Mr. Garmatz? Mr. Shelley? Mr. Robeson? 

Mr. Ropeson. As I understand the 1936 act, it was on a ship for 
ship basis of replacement. Now, I do not question the 2 for 1 capacity, 
but it is reasonable that we might need passenger ships. Is it the in- 
tention to consider tankers and then later on some other type ships? 
I tried to bring out from Admiral Denebrink as to whether or not 
there were adequate ships available of a type and character for an 
emergency. It was answered in the Senate but not answered here. 
The passenger ship situation is not too good in a national emergency, 
is it? 

Secretary Weeks. I am not prepared to discuss that feature of our 
merchant marine this morning myself. This is strictly a tanker propo- 
sition. We need the tankers and that is what we have got to stick to. 
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Mr. Rogeson. The tanker is a particular type ship and therefore 
we are operating to improve our ‘l aw so that we can go ahead with the 
tankers and see if it is a good thing and if it is a ood thing to do we 
can put it beyond the tankers to the passenger ships. 

Secretary Werks. Well, we have still got the mariner program 
under way. That is not by any means finished and I presume when 
this is finished, somebody may want to consider an additional program. 

Mr. Ropeson. There are obsolete passenger ships, so I understand. 

Secretary Werks. The funds for further construction of that type 
of ship, as you know, were dropped from the budget this year in order 
that we might study the whole picture and lay a better groundwork for 
future operations. But I myself do not like to get off the track of these 
tankers because we need the tankers badly and I am very hopeful that 
some legislation may be enacted that will enable us to have them. 

Mr. Weicuev. Mr. Van Pelt? 

Mr. Vaw Pett. I certainly want to associate myself with the ques- 
tioning of Mr. Bonner and to pursue that a little further. 

Mr. Secretary, when you speak of the reserve fleet, would these 
tankers go into the mothball fleet, or would they be subject to general 
agent account 4 

Secretary Werks. They would go into the reserve fleet, the moth- 
ball fleet. 

Mr. Van Petr. Going back to the testimony of Admiral Denebrink 
on the life of a tanker, what can we expect of a ship that goes into the 
mothball fleet that has been used and some of the ships will have been 
used more than 12 years, and I am thinking of the corrosive action of its 
cargo. How long will a ship be dependable after being in the mothball 
fleet ? 

Secretary Weeks. I believe there is less corrosive action when the 
ship is laid up and I am sure you can put these ships into the mothball 
fleet and have availab . that additional carrying capacity if national 
emergency requires it, but the net end of it is that we get the same, if 
we do this, we in effect double our carrying capacity and the extra 
half of that double is brand new construction. 

Mr. Van Pevr. Again the thing I want to avoid is someone going 
in and taking an inventory of our mothball and reserve fleet and com- 
ing into the committee and saying something should be done with those 
ships and we will wind up selling them to some foreign operator. 

Secretary Weeks. I am sure these tankers will not ‘be sold to a for- 
eign operator because the executive decision is that we need more tank- 
ers and want them for the reserve fleet. 

Mr. Van Perr. That was my understanding, but that is what hap- 
pened after World War IT and I do not want to get into the corner 
again. That isall I have, Mr. Chairman. 

Mr. Wetcue.t. Mr. Keogh ? 

Mr. Krocn. I am in substantial agreement with the position taken 
by my colleague from North Carolina, Mr. Bonner, but I did not want 
my silence to indicate that I was in agreement that we should lay down 
a very rigid pattern or policy for the Secretary or whoever administers 
this program. 

Of course, we are all anxious to avoid some of the things that hap- 
pened in the past. The extreme, in order to avoid those things happen- 
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ing, is to do nothing, but we are faced with a situation here and I 
would like the Secretary or whoever administers this bill if it becomes 
law to be vested with wide discretionary powers as are necessary to do 
the job required. I am conscious that the present Secretary of Com- 
merce comes from a part of the country where some trading qualities 
are inbred. I am not going to say to you that you should be limited 
by the market price or by any other rigid standard. I am saying that 
I would like you to do as you say you will do, to make the best deal 
and trade for the country th at you can. I am sure that we are con- 
scious of the fact that in the setting of the market value of any par- 
ticular ship, many of the forces and elements pointed out by Mr. 
Bonner were considered by those who are engaged in that very business 
of setting values. 

Secretary Weeks. We want to make as good a trade as we can if 
we have the authority to do it. 

Mr. Keocu. That is right, and if your hands are tied you are not 
making that good trade. 

Mr. Weicuer. You can only sell ships foreign with the consent of 
the Secretary of Defense anyway, insn’t that right 

Secretary Weeks. What was that, Mr. Chairman? I am sorry, I 
didn’t hear you. 

Mr. Wetcue.. With reference to the sale of American ships to for- 
eign countries, you can only sell them with the consent and approval 
of the Secretary of Defense, isn’t that correct ? 

Secretary Murray. It is the Secretary of Commerce. 

Mr. Bonner. This bill is misleading as it is now written and there 
is going to have to be an amendment to the bill if the Secretary is 
permitted to do under law what he is testifying pbs: he would do. 
This bill is written in the singular. It will have to be written in the 
plural because he speaks of trading in any tanker. It is going to have 
to be trading in any tankers. I would like to know what amendment 
the Department of Commerce is voing to offer. 

Mr. Greene, The bill provides that the Secretary of a iS 
authorized to acquire any tanker not less than 10 years old or in 
exchange for an allowance of credit to be allowed upon ‘the purchase 
price of new tankers. 

Mr. Bonner. That is right. That is what the 1936 act provides. 
Now, you are not doing in this bill what the Secretary testified to. 
You are going along with the 1936 act. 

Mr. Greene. You have a point there. There is an ambiguity. 

Mr. Bonner. Of course, and I think that is something that is of 
importance. It concerns me greatly. You see I am right. 

Mr. Greene. | see your point. 

Mr. Wercuet. Is there any other question at this time? 

(Discussion off the record.) 

Mr. Wetcuen. Is there anyone who desires that the Secretary re- 
turn for questioning tomorrow 4 

I hear no request. 

Now, then, with that exception will all of you return who were here 
today and we will adjourn until ten o’clock tomorrow morning in the 
Same room. 

(Whereupon, at 1 
a.m., Friday, July 2 

36545—54 4 


:11 p. m., the hearing was adjourned until 10 


4 1953.) 
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FRIDAY, JULY 24, 1953 


House or RepreEsENTATIVES, 
CoMMITTEE ON Mercuant Martine AND FISHERIES, 
Washington, D. C. 

The committee met at 10 a. m. in the committee room of the House 
Committee on Merchant Marine and Fisheries, the Honorable Alvin 
F. Weichel (the chairman) presiding. 

The Craimman. The meeting will please come to order. 

At the hearing yesterday on the matter of obtaining a tanker re- 
serve fleet, Secretary of the Navy Anderson was here yesterday during 
the course of the testimony. On account of a quorum call in the House 
the committee adjourned and he was unable to testify. Today he is 
attending a special meeting of the military, so he has given me a 
letter endorsing this legislation on the basis of the national security 
and for the common defense. I shall insert this in the record on 
behalf of the committee and also a letter from Clarence R. Miles, 
manager, legislation department, Chamber of Commerce of the United 
States. 

(The letters are as follows :) 

DEPARTMENT OF THE NAvy, 
OFFICE OF THE SECRETARY, 
Washington, July 23, 19538. 
Hon. AtviIn F. WEICHEL, 
Chairman, Merchant Marine and Fisheries Committee, 
House of Representatives, Washington, D. C. 

DeaR Mr. CHAIRMAN: Although I was present at the hearing before your 
committee this morning in regard to legislation proposed by H. R. 6353, lack of 
time available to the committee after the conclusion of Secretary Weeks’ testi- 
mony did not permit me to give you an expression of my official views in regard 
to this important matter. I feel that I would be derelict in my duties as Secre- 
tary of the Navy if I did not take this opportunity to strongly support the need 
for prompt construction of new tanker tonnage under the United States flag. 

As you are aware, there are no United States flag tankers in reserve, either 
in the Navy or the national defense reserve fleet. Consideration of military and 
civilian mobilization requirements, capabilities of existing tanker tonnage, antici- 
pated losses due to enemy action, increased military demand for large quantities 
of petroleum products as a result of technological advance in aircraft and other 
military equipment, and the time required for new construction, all lead to the 
conclusion that the Government should promptly take such steps as are prac- 
ticable to promote the construction of new tanker tonnage under the United 
States flag prior to mobilization. 

The ability to transport by sea great quantities of petroleum products to various 
areas in the world immediately upon mobilization will be a critical factor and 
have a decisive impact upon the success of military operations in the crucial 
period of time immediately following the outbreak of war. 

I consider that the legislation proposed in H. R. 6353 will serve as a necessary 
stimulus to the early commencement of new tanker construction. It will also 
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provide a necessary stimulus to the American shipbuilding industry. Therefore, 
[ am pleased to advise you that the Navy Department strongly recommends the 
enactment of this proposed legislation 

eines rely yours, 


R. B. ANDERSON. 


CHAMBER OF COMMERCE OF THE UNITED STATES, 
Washington 6, D. C., July 24, 1953. 
“ton. ALVIN F. WEICHEL, 


Chairman, Committee on Merchant Marine and Fisheries, 
(nited States House of Representatives, Washington 25, D. ¢ 
DEAR Mr. CHAIRMAN: The Chamber of Commerce of the United States approves 
of the objectives of H. R. 6353 
It is o view that this Nation does not have an adequate defense reserve of 
tankers and that the authority provided by this bill would assist in obtaining 
SUC reserve 


It is also believed that the inducement offered to trade-in tonnage growing 
obsolete would encourage the modernization of our tanker fleet, in the interest 
both of our foreign commerce and the national defense. 

Finally, the membership of the chamber has consistently recognized the im- 
portance of maintaining a vigorous shipbuilding industry in order to insure 
progress by private enterprise in the art of shipbuilding and the availability of 


organizations, facilities and materials for such purposes. Reliable testimony 
has been offered showing that a number of important segments of our ship- 
building industry are in danger of having to close due to a lack of orders. It 
is hoped that the passage of legislation with the purpose of H. R. 6853 would 
relieve this situation 


We respectfully request that this letter be made a part of the hearings now 

being conducted on H, R. 63853 by your committee. 
Cordially yours, 
CLARENCE R, MILEs. 

The Cuatrman. Yesterday when we finished Admiral Denebrink 
was on the witness stand and his questioning was not completed. 
Some of the members did not have an opportunity to question, The 
admiral has come back today from the meeting at Quantico to be here 
this morning. If there are any questions on the military aspects or 

Department of Defense position, for whom he is testifying, we 
pro eed with those quest ions. 

The admiral will be followed by Secretary Murray. 

Admiral Denebrink ? 

Mr. Dorn. Mr. Chairman, could I ask the admiral some questions ? 

The Cratrman. Everyone will have an opportunity. He was being 
questioned by someone yesie rday. I think it was Mr. Bonner. Were 
you finished ¢ 

Mr. Bonner. I think so. 

The Cnatrman. Who else was questioning vesterday and did not 
finish ? 

Mr. Dorn. Mr. Van Pelt. 

The Crarmman. If everyone here questioned yesterday it will be 
ill right for you to proceed, Mr. Dorn. 

Mr. Dorn. Admiral, what I was concerned about yesterday was 
what would happen to these ships, these tankers, which went into 
the reserve fleet. IT wonder if you could say just what would happen 
along the line of their being put up in mothballs, as to what the cost 
would probably be per tanker, and the cost of maintenance during 
the years per tanker and so on. 
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STATEMENT OF VICE ADM. FRANCIS C. DENEBRINK, COMMANDER, 
MILITARY SEA TRANSPORT SERVICE, ACCOMPANIED BY REAR 
ADM. RALPH E. WILSON, DEPUTY COMMANDER AND CHIEF OF 
STAFF, MILITARY SEA TRANSPORT SERVICE 


Admiral Denrprink. Mr. Dorn, these ships would come under the 
Maritime Administration and the National Shipping Authority of the 
Maritime Administration, and they would go into the national- 
defense reserve fleet. I think that is more properly a question they 
could give you a more authoritative answer to. 

Mr. Dorn. The national-defense reserve fleet ? 

Admiral DreNEBRINK. Yes, sir. 

Mr. Dorn. When you refer to “they,” who is in charge of the 
national-defense reserve fleet ? 

Admiral Drenesrtnk. The Maritime Administration runs the na- 
tional-defense reserve fleet. Mr. Charles McGuire is the Director 
of the National Shipping Authority. He is under the Department 
of Commerce. 

Mr. Dorn. Then you know nothing about what would happen to 
these tankers once they were purchased by the Government ? 

Admiral Denesrink. It is my impression, according to this bill, 
they would go into the national-defense reserve fleet. 

I would suggest, if I may, that that question could be more author- 
itatively ans wered b ry Maritime. 

Mr. Dorn. If you recall, yesterday you were talking about the life 
of these tankers, and you estimated it to be about 20 years. Based 
on your experience, Admiral, with these tankers being purchased by 
the Government, let us say that at the end of 10 years they are put up 
in some river in mothballs. What would be the life of these tankers 
from then on, as to useful life? How long would it take in mothballs 
before they would be completely obsolete ? 

Admiral Denesrinx. I think under the system of mothballing 
which has been so successful that we could look to these ships for a 
useful life equal to 20 years minus whatever has been used up to date. 
They could come out and perform their functions within the limita- 
tions of their characteristics. 

Mr. Dorn. Would the tankers not be different from the other ships 
in mothballs, because of the corrosive action of the fluids which have 
been put into the tanks? Can the continuing corrosive action be 
stopped in order to keep their life at what would ordinarily have 
been expected ¢ 

Admiral Denreprink. The corrosive action of the strength members 
in the tanks is a considerable problem, and it has to be met from time 
to time by renewing those strength members when the drill tests which 
are taken reveal that they have gone below the standards required. 
So, I would say that the corrosive action could be handled in the 
layup procedure. 

It is the contact of the metal with generally the high-octane avia- 
tion gasoline that causes the extreme corrosion. The corrosive action, 
when you carry black oil in a tank, is much less progressive. 

Mr. Dorn. Well, I imagine that most of these tankers have, at some 
time or other, carried high-octane gasoline in their tanks? 

Admiral Deneprtnk. That is right. 
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Mr Dorn. What my t! ought was direc ted toward was whether the 
fe of these tankers would be shortened because of this when they are 
a ! mothba S 
A ral Deneprink. In my opinion that would be properly taken 
Mr. Dorn. Along the es of the previous question, Admiral, based 
ny experience along the e you have had, could you very broadly 
timate nat it Wo 1 cost to put these tankers up in mothballs ? 
I know how difficult such a question is 


Admiral Denrerink. I do not want to appear reluctant, but the 
Department of Commerce is 1ts wl nesses here and they are the ones 


0 actually do it. I do not want to try to appear to be second- 
wue gy the people who wo ild act tally do it. I would like to suggest 
that they give the a1 wel to that question 

Mr. Dorn. Along the same | ne is the second question I am asking, 

h probably meets with the same answer. This is the general cost 


per year of keeping the ships laid up. 

Admiral Deneprrnk. Yes. I think that they are in the best posi- 
tion to provi de you with that authoritative information. 

Mr. Dorn. T] iank you, Admiral. 

The CuHarrman. Are there at 1y other questions of the Admiral? 

Mr. Mamsrarp. Admiral, I would like to ask a couple of questions 
which I think would be in your province, assuming you are speaking 
for the Department of Defense here. 

The bill provides that the Government would pay for certain 
defense features in addition to the business of buying the old tankers. 
Speed was mentioned in the testimony yesterday. The bill provides 
hat they shall have 18 knots spee d or higher. 

Mr. Mumma veste rai 1y Was % isking some que stions — the neces- 
ity for convoying. I niontaned whether you could bring us up to 
date a little bit on that. Does an 18-knot tanker n¢ cessarily have suffi- 
cient speed to avoid the necessity to convoy in time of war? 

Admiral Denrprink. Well, I ” not know whether the answer to 
that would be termed “class ified” business or not, but I think I can 

inswer your question to say that the higher the speed of the ship the 
le s necessary it is to convoy. Iam sure that you are aware of that. 

[ feel that the bill does not mention any number of knots for these 


tankers. The testimony that I have heard has brought out a speed 
of 18 knots. Iam not alerted as to whether or not I would be giving 


a classified answer if I were specific with you. 

Mr. Mariniarp. Perhaps the answer is classified. I just wondered 
where that magic figure of 18 knots came from. 

Admiral DENEBRINK. Yes, sir. 

Mr. Mariur1arp. Would there be other defense features, so far as 
you are concerned? For instance, would you require that the tankers 
carry equipment for transfer of fuel at sea and be usable as Navy 
tankers, for example? 

Admiral Denrsrink. I do not believe that is contemplated. How- 
ever, | speak without having seen the plans. I would say that the 
defense feature would be speed. I could envisage that a defense 
feature would be certain strengthening of certain members so as to 
permit the installation of guns and the necessary fire-control equip- 
ment. Other than those I would not envisage defense features. 
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Mr. Mamuiarp. I have assumed from the testimony we have heard 
so far that tanker capacity in merchant-type ships is probably the 
greatest single need from the national-defense standpoint right now. 

Admiral Denrsrink. Well, it is the opinion of the Department of 
Defense that there is a deficit of tankers today in our country. That 
is borne out by the fact that there are no tankers in either the Nation- 
al-Defense Reserve Fleet or in the Navy Reserve Fleet. We are very 
much concerned about the deficit of tankers. 

Mr. Mariutarp. That deficit is in the transportation from point- 
to-point capacity and not in tanker capacity for auxilliary support of 
the Navy itself. 

Admiral Denesrink. This particular bill is, in my opinion, aimed 
at the point-to-point deficit. I think I may say that with the de- 
velopments and technological advances of jet fuel the consumption of 
petroleum products in any future time would be bound to exceed the 
consumption that we experienced in World War II. ‘Therefore, there 
is that added factor to be taken into consideration. 

Mr. Mariiurarp. You mean that because jets burn fuel faster we are 
probably going to require greater tanker support for our carrier task 
forces than heretofore ? 

Admiral Denepsrink. That is correct, Mr. Mailliard. 

Mr. MaruuiArp. How does it happen that we have no tankers in 
any of these Reserve fleets? Did we not have a lot of tankers at the 
end of the war? 

Admiral Drenesrinx. That is correct. With the outbreak of the 
Korean war all of the tankers that were in the Reserve fleet were 
taken out and put into service. Before MSTS was formed up and 
when the War Shipping Administration was about to be disestablished, 
the Navy took over 57 Maritime Administration tankers from the Na- 
tional-Defense Reserve Fleet. 

Mr. Mariurarp. And they are all in operation now ? 

Admiral Denrprtnk. They are all in operation now. In addition 
to that, the MSTS has for the past many months gone either to the 
tanker pool or in the open market and chartered approximately 32 
tankers a month, so that we actually employ about 100 tankers in 
MSTS. 

Mr. Matiturarp. Am I to assume, then, that we now have operating 
under the American flag in one way or another all of the tankers we 
had at the end of the war? 

Admiral DenesrtnkK. No. There were some tankers sold, but I am 
not an authority. I could not give you the detailed statistics as to 
how many were sold, but there were tankers sold after the war. 

Mr. Mariurarp. Were there tankers sold to foreign governments or 
foreign operators ? 

Mr. Auten. Will the gentleman yield for a partial correction ? 

Question: Is it not true, Admiral, that under the Ship Sales Act no 
tankers could be sold? 

The CuatrMan. I would like to say with reference to that, Mr. 
Allen, with reference to the Ship Sales Act and with reference to 
tankers, there is a setting forth of preference and everything. There 
was testimony in this room that the American buyers purchased all 
of the tankers that they could use, plus some 15 or 25 percent in addi- 
tion to what they could use, and ‘that they did not want to buy any 
more. ‘Then they had to buy and build some with reference to their 
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trade relations. After all of that testimony in this room then the 
Maritime Commission had tankers on hand and they sold those that 
nobody wanted. 

Mr. Maiiiiarp. Some were sold. 

The Cuamman. Surely. After they were all sold and nobody 
wanted them and no one had any use for them or anything else they 
were sold. Then this Marshall plan came along, and we were going 
to give away everything all around the world, including oil, and eve ry- 
body in the United States wanted more tankers, after they said they 
did not want any. 

Mr. Maiuurarp. That is really what I was trying to get at. It seems 
to me that the situation in which we find ourselves on could very 
readily have been anticipated. I am surprised that the Navy did not 
take steps to put some of these in reserve, anticipating the demand that 
now 1s apparent. 

Admiral Deneprink. Well, the Navy has its own tankers. They 
are not as numerous as the tankers under the Maritime Administra- 
tion. Our tankers are built for fleet use and are considerably different 
in many respects. The tankers which the Navy had in reserve at the 
outbreak of the Korean war were immediately activated. The tankers 
which the Maritime Administration had were in a different category. 

I am not aware of what steps could or should have been taken to 
handle that. It is the tankers which are used for point-to-point com- 
mercial use which are very different from the tankers that the Navy 
has. They are not suitable for underway replenishment of fuel. 
They do not have a lot of equipment whic -h has to be put on them. 
Their interior living accommodations are entirely different. 

The crew of a commercial tanker is in the neighborhood of 40. The 
fleet oiler that has to refuel carriers and ships at sea has to have 271 
men in its crew. The internal arrangement is very different. 

Mr. Marixiarp. On that score has the Navy constructed any fleet 
tankers since the war? 

Admiral Denrprtnk. There are at present in the 1952 appropriation 
bill a total of 6 tankers for which money has na appropriated. 
There is 1 tanker under construction up in the Boston area, and 5 at 
the New York Ship. 

Mr. Maiturarp. Those are fleet tankers? 

\dmiral Denreprtnk. Those are fleet tankers. 

Mr. Mariurarp. The Navy also has a requirement for point-to-point 
tankers. 

Admiral Denrsrink. The point-to-point distribution of fuel is a 
proper responsibility of the MSTS. I think that we would look to 
the use of the commercial-type tankers for that work, rather than the 
fleet. 

Mr. Mariurarp. I realize that, but we are talking about two different 
types of ships. 

Admiral Denrprink. Yes, sit 

Mr. Mairuiarp. The fleet type of tanker and the commercial type of 
tanker. 

Admiral Deneprink. Yes, sir. 

Mr. Mareurarp. The Navy needs both to carry out its own responsi- 
bilities, does it not? You do not depend entirely upon commercial 
carriers and MSTS for commercial-type tankers ? 
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Admiral Deneprink. All of the tankers that we have in MSTS 
today are the 57 tankers which we obtained from the Maritime Admin- 
istration in 1947, coupled with the commercial-type tankers which we 
charter from industry. 

Mr. Maitutarp. Those 57 are not fleet tankers? 

Admiral Deneprink. They are not fleet tankers. Now, we do have 
a total of nine fleet tankers in MSTS. If the operating forces of the 
fleet needed more fleet oilers they would come to us for them. As long 
as the operating forces do not need those ships they let us operate 
them, and we operate them in MSTS so as to get the full availability 
of the ships. 

Mr. Maiturarp. That is all. 

Mr. Auten. May I ask a question, Mr. Chairman ? 

The CHAIRMAN. Mr. Allen. 

Mr. AuLeN. Admiral, one point I think needs emphasis from time 
to time, and that is this: I think it is true, is it not, that an Air 
Force operating in any distant point beyond the ocean finds it practi- 
cally if not physically impossible to transport its own fuel. As a 
consequence a supply of tankers for transporting fuel for use by air- 

ylanes is absolutely essential if the airplanes are to operate from 
doneigte points. 

Admiral Drenesrtnk. That is correct. That is the function of 
MSTS, to provide the transportation of that petroleum. The airplane 
could not transport the gasoline without burning up more gasoline 
than it is transporting if the distance were to be considerable. 

Mr. Auten. Now, I would preface this next question with a state- 
ment. It seems to me that in this committee we have a great deal of 
difficulty in handling our legislative problems coming from the fact 
that under the Merchant Marine Act there are two very definite pur- 
poses stated, among others. One is that we should have a merchant 
marine to carry our own commerce, which is somewhat removed from 
the military situation; and another purpose is that we should have 
vessels to be an auxiliary of the military forces in time of emergency. 

I am somewhat curious as to this bill before us, and whether it comes 
to us because the private industry thinks it wants some more ships, or 
whether it comes much more as a military measure or completely as a 
military measure, rather than on the private business side of the pic- 
ture. 

Admiral Drenesrink. Well, I am sorry, Mr. Allen, but I honestly 
cannot help you on that. I do not know the origin of this measure 
which is before the committee. 

Mr. ALLEN. Could you express an opinion on this subject of whether 
or not the private industry would like the tankers? Are they, in your 
opinion, a military necessity ? 

Admiral Denesrink. In my opinion, the construction of new high- 
speed supertankers to add to the mobilization potential of the United 
States is a vital matter which has the support of the Department of 
Defense. 

Mr. Auten. Would you say also that your operations at the present 
time involve the use of a sufficiently high percentage of the existing 
capacity so that if we had any greater emergency or greater activity 
than we have at the present time you would find yourselves practically 
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beyond the possibility of much exansion to meet a greater need in the 
carrying of liquid cargo? 

Admiral Denrprinx. Any further increase in the transportation of 
petroleum products over what exists today could only be met by going 
to American private industry to get the hire of the private tankers 
which they control. The mobilization requirements, in my opinion, 
indicate a deficit in tankers. 5 

Admiral Wilson before the Potter subcommittee of the Senate 
testified in that regard. There actually is a deficit of tankers, when 
we measure up our tanker fleet against the mobilization requirements. 

Mr. Seety-Brown. Admiral, you mean the entire tanker fleet, 
whether under MSTS or in the private tanker fleet ? 

Admiral Witson. The figures were given on the basis of all tankers 
under the American-flag registry, plus those which are American- 
owned and considered to be under effective United States control 
regardless of registry. ‘There are some countries under whose flags 
the ships are registered which have actually been proved by previous 
experience and informal understandings to be such that they will 
interpose no objection to the full and complete United States control 
of the ships under those registries. 

Mr. Srety-Brown. When you add them all together you still have 
what you believe is a very real deficit ? 

Admiral Witson. Yes, sir. - 

Mr. Auten. Would the taking of tankers from privately operated 
fleet, if you took a sufficient number to meet a reasonably clear emer- 
gency, need to deprive the coastal services of the tankers which are 
now supplying oil in waterborne commerce to the coastal States which 
use oil? 

Admiral Wizson. That very well could be, Mr. Allen. The figures 
I have referred to are based on estimates made as to both essential 
civilian and necessary military requirements in support of emergency 
plans. 

Mr. Auxen. In effect, then, we could not carry on our customary 
domestic uses of oil where the oil is seaborne, getting to its place of 
use ¢ 

Admiral Wirson. That is correct. 

Mr. Aten. If we have to mobilize further for the military. 

Admiral Wiison. To any large degree that is correct, sir. You 
would be in a situation of rationing and meeting essential civilian 
requirements. 

Mr. Atten. Anybody who is not supplied by a pipeline system 
ought to be in favor of this bill. 

Mr. Mumma. Mr. Allen, would you yield? 

The last statement made by Mr. Allen shows that there is quite a 
difference between now and the period after World War II. Then 
there was the Big Inch, which took a lot of petroleum requirements in 
New Jersey, which is now transferred to the natural gas pipeline. All 
of the pumping stations have been taken out or reconverted. The 
tanks at each pumping station for the storage of some oil have been 
done away with. There is a tremendous amount of industry and 
domestic consumption based on natural gas now, which would be a 
big point in supplying refineries over in Jersey and along the Dela- 
ware with the oil needed. There would be less tankers available for 
that purpose. 
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I believe that is a good point. 

Mr. Bonner. Admiral, how many tankers are now operated by in- 
dustrial carriers and how many are now operated by individual oper- 
ators, commercial operators ? 

Admiral Denesrink. We can supply that information, Mr. Bon- 
ner. I do not have it with me at this time. 

(The information referred to was not supplied at the time the hear- 
ings were printed. ) 

‘Mr. Bonner. I merely ask that on account of this chartering from 
industry you mentioned. In chartering from industry do you mean 
you are chartering from the big oil companies who have their own 
tankers, industrial carriers; or is there an operator who operates 
tankers for charter? 

Admiral Denesrink. The proposition is this: We have our 57 

tankers which are operated by 4 operating companies for our account. 
To get the average of 32 additional tankers a month, through the 
assistance of the Maritime Administration, there was formed a volun- 
tary tanker pool of over 100 operators. To meet our needs when the 
charter hire was very high during the early days of the Korean war 
a voluntary tanker pool ‘offered to hire ships to MSTS for a rate of 
maritime plus 25 percent. That system was used. 

Mr. Bonner. Who chartered these to you? Were those industrial 
carriers or private individuals? 

Admiral Denesrink. These are both, Mr. Bonner. These are all 
of the principal oil companies. 

Mr. Bonner. Oil companies? 

Admiral Deneprink. Yes, sir. 

Mr. Bonner. That is what I mean. 

Admiral DeENEBrinK. Who has tankers. 

Mr. Bonner. It is not a custom for a company to go in the tanker 
business, like it is to go into the bulk transport business or passenger 
business ¢ 

Admiral Dreneprrnk. Yes, it is, Mr. Bonner. Some oil companies 
have their own tanker fleets. Other oil companies might depend upon 
chartering the ships to carry their production. 

Mr. Bonner. That is a new venture which has come up lately? 

Admiral Denepsrink. I do not think so, Mr. Bonner. 

Mr. Bonner. I would have to get some testimony to read on that. 
When we had these charter bills up it was testified here that most of 
the tankers were owned by large companies interested in the oil busi- 
ness and industrial carriers for their own profits. 

Admiral Denesrink. Well, there are both, Mr. Bonner. 

To continue on, if I may: Some months ago when the tanker rates 
took a precipitous drop we felt that we could get our tankers for less 
hire than by paying the rate of maritime plus 25 percent to the volun- 
tary tanker pool, so we obtained the approval of the Maritime Admin- 
istration and of the various people concerned, and for the last 6 months 
we have been going into the open market to charter the tankers which 
we require to carry our full load. We have been doing that at a con 
siderable saving over the maritime plus 25 percent. 

Mr. Bonner. Who would be the interested parties to participate 
with the Government in building tankers if this legislation became 
law ? 
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Admiral Denesrinx. I do not feel qualified to say, Mr. Bonner. 
I do not know who this is aimed at. I think that would be something 
for Commerce and the Maritime Administration. 

Mr. Bonner. The chairman just some minutes ago went on to dis- 
cuss the construction of tankers. It was testified here that tankers 
were primarily constructed by industrial concerns and they were built 
abroad, for good will and other purposes. They were not interested 
in the act of 1936 for construction purposes. 

This legislation now comes up and makes one wonder who is inter- 
ested here. If the national defense is in such dire straits, 1 think the 
national defense deserves some criticism for not preparing itself. You 
build battleships and flattops and this and that. If you do not make 
some provision to get the fuel to them it is a rather peculiar situation. 
It interested me. Of course, it is not in connection with this hearing, 
and entirely off the record, but you say it took 40 men to operate an 
industrial carrier, and took 200 and some of the other. How many 
was that? 

Admiral Deneprinx. Two hundred and seventy-one. 

Mr. Bonner. It took 271 to move the fuel from one ship to the other. 
It is quite a difference in personnel. 

Admiral Denrprink. Yes, sir. 

Mr. Bonner. I do not want to go into that. 

Admiral Denrprink. Yes. 

Mr. Bonner. It was a startling number on the difference in person- 
nel. I was just interested to know who was interested in this thing. 
If the national defense is so interested, it seems to me that the national 
defense may have been negligent. 

The Cuarrman. Admiral, with reference to this legislation the 
Department of Defense in time of war and time of emergency by law 
can take everything. You take what you have yourselves, you take 
what the private owners have, and you take what 1s in the reserve fleet 
or anything else. You can take anything you can get your hands on, 
by law. 

So with reference to this legislation, which is aimed at having more 
tankers under the American flag, so that when a time of mobilization 
or need comes they will be available for your taking, you are in 
favor of this legislation. Is that not about it? 

Admiral Denesrtnx. That is correct, sir. 

The CHatrman. Any questions? 

Mr. THompson. I would like to ask a question, Mr. Chairman. 

The Cuatrman, All right. 

Mr. Tuomrson. Admiral, in this act there is a provision that the 
Government will pay the cost of the national-defense features of 
the ships. Included as a national-defense feature under the interpre- 
tation of this bill would be the factor of speed? Would that be one 
of the national-defense features? 

Admiral Denesrink. That is my understanding, Mr. Thompson. 

Mr. THompson. What differential would there be between a normal 
speed desirable for just a straight tanker and a national-defense speed ? 

Admiral Drenrprink. Well, an increased speed is considered an 
asset against the submarine, and it would be considered a national- 
defense feature. 

Mr. Tnompson. Then the Government would participate to the 
extent of the differential in the cost of the powerplant for a lower 
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speed as against the 18 knots which have been mentioned here as a 
national-defense feature? 

Admiral DEnrEBRINK. That is my understanding. 

Mr. THompson. The point I am trying to make is this, Admiral: 
When we were in Chester, Pa., one day with Mr. Mumma, I visited 
and went board a ship recently completed by the Sun Shipbuilding 
Co., which I understand was free from any subsidy whatever. This 
ship actually was built for 17 knots, and I think they very proudly 
stated it made 18 knots. I take that to mean they think it is an economi- 
cal thing and a desirable thing for a tanker to be built at that speed. 
So why would we class that as a national-defense feature, beyond what 
the shipbuilder would go into otherwise ? 

Admiral Denreprinx. Well, there are all sorts of speeds. I would 
have to know what they were talking about. There is the speed that 
the ship makes on her builder’s trial. The ship is light and the ship- 
builder has that ship in its most favorable condition to go as fast as 
it can. Then when you load the ship down to the Plimsoll mark 
and try to find out what here sustained speed it you are apt to come 
up with a little disappointment. There is a difference between the 
trial speed under the most favorable conditions of draft and the sus- 
tained sea speed when the ship is fully loaded. 

Mr. Tuomeson. This ship actually was built for 17 knots, as I 
understand it. I thought there would be the same terminology used 
in the language of the national defense when it says it should be 
built for 18 knots 

Admiral Denesrink. I think ~ should know, also, that when you 
even raise the speed a quarter of a knot or a half of a knot ona ship 
of tonnage you are playing with a considerable increase in horse- 
power, and that teint resolves itself into fuel caneianaiien: aa the 
cost of the powerplant. The curve rises sharply. 

Mr. Tuompson. I can agree with that, Admiral. My point is, 
however, that if the Sun Shipbuilding Co. built a ship which was 
supposed to make 17 knots no doubt they thought it was advisable for 
their own use to build such a ship at that speed. I would hate to see 
a difference between say 17 knots and 18 knots classified as a national- 
defense feature, when some of these shipbuilders are building them 
for their normal use to make 17 or 18 knots. 

The Cuamman. Mr. Thompson, might I say there that as to that 
the law is already in existence. That is an administrative matter as 
to what would be national defense. Payment for defense features is 
authorized in the long-range bill. That is already in existing law. 

Mr. Tuompson. I understand. I was merely remarking about this 
Sun Shipbuilding Co. building such a large, most modern tanker 
which will make 17 knots regardless of any national-defense situation 
or payment for such national-defense features. They have built it at 
their own expense. No doubt their engineers advised them that was 
what to do. 

The CuatrMan. That would be a matter of judgment under the 
existing law as to what constitutes national-defense features. 

Mr. Srety-Brown. Would the gentleman yield? I think he has 
made a very good point. We were both at the ceremonies 

I was impressed with the fact, as you say, that they spoke with a 
reat deal deal of pride of the speed of the ‘ship, and the fact that it 
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was constructed without a dime of Federal aid. That point was 
emphasized time and time again, that private industry had built a fast 
tanker and has done the whole thing itself, because it was their judg- 
ment that it was to their best advantage as businessmen to have that 
kind of a ship. 

Mr. THompson. That is right. I would hate to see a philosophy 
developed under which the Government would pay for, as a national- 
defense feature, a differential of a speed of 15 knots and 18 knots, 
when the industry would go to that speed anyway. 

The Cuatrman. That would be a matter of judgment for the Mari- 
time Administrator as to national defense. Of course, those people 
have all of those things under consideration and should know what is 
an effective and economical speed for commerce as well as defense. 
That is a matter of judgment under the existing law. Of course, it is 
taken for granted they will exercise ordinary intelligence in the ship- 
ping business as to what is over and above commercial usage. 

Mr. Dorn. Why should it not be put in the bill? 

The Carman. It is already in the law. 

Mr. Dorn. If it is a matter of exercising intelligence, why not put it 
in the bill now? 

The Cuarrman. It is already in the law. 

Mr. Dorn. So that it would limit the exercise of intelligence as 
much as posible. 

The CuarrMan. It is already in the law now. 

Mr. Dorn. That the difference between 16 knots and 18 knots is a 
national-defense feature ? 

The Cuatrman. They do not limit it solely to speed. 

Mr. Dorn. I think they should, Mr. Chairman. 

Mr. THompson. All through this testimony, Mr. Chairman, 18 knots 
has been mentioned as the desirable speed of these new tankers to be 
built under this legislation. Part of that speed is brought about, 
according to the testimony, as a national-defense feature, to be paid 
for entirely by the Government, on the differential. Yet it has been 
shown to be advantageous under the construction of tankers by this 
oil company in this case at least that it is advantageous to them to 
have a tanker with a speed of 18 knots, for economy in operation. 

Mr. Mumma. Will the gentleman yield a minute? 

Mr. THompeson. Yes. 

Mr. Mumma. I believe all of that would be taken care of in the 
bidding on these tankers. These are going to be bid on by different 
yards. If 1 company can attain 18 knots, which would be what is 
desired, on a different engineering scheme, it might be cheaper. The 
differential between the ordinary ship and the national-defense ship 
would shrink. 

Mr. Tuompson. Regardless of the difference in bids, Mr. Mumma, 
I am thinking of that differential between the normal speed and the 
18 knots mentioned here, which is going to be subsidized entirely by 
the Government. Regardless of whether it is a cheaper price or a 
higher price, should the Government pay for any differential up to 
18 knots, when we find the most modern tanker not subsidized at all is 
being built for 18 knots of speed ? 

Mr. Mumma. That would make that disappear as a national-defense 
feature. They would have to substantiate it. 

Mr. THomrson. That is my point, sir. 
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Mr. Mumma. I believe it would all be worked out in the cost to build 
these vessels. 

Mr. Tompson. I think it should be. 

Mr. Mumma. There isaship man. Ask him. 

Mr. Roserson. Will you yield to me? 

Mr. THompson. Yes, sir. 

Mr. Rozrson. There are so many factors in this thing. I am trying 
to get back to the primary factor. 

As I understand it, there seems to be no question with those who 
investigated this matter that we need these tankers. Even though 
we have tankers and there are some new tankers, there is a very limited 
number of tankers to meet the requirement you expect to have for 
these tankers; is that correct, Admiral ? 

Admiral Denesrink. That is correct. 

Mr. Ropeson. A very limited number. While some company may 
be building a tanker or a few tankers—I have heard about that—stiil 
not many are under construction which meet your requirements; is 
that right? 

Admiral Deneprink. That is correct. The existing tanker fleet, 
both priv ately owned ete Government owned, w as the subject t of a 
study. That study was the basis of Admiral Wilson’s testimony when 
he stated that there was a deficit of tankers to meet the mobilization 
requirements of this country. 

Mr. Roprson. So that we have a deficit in the total number of tankers 
and we have a deficit which is of more concern in the type of tankers 
which you would have to have in an emergency; is that right? 

Admiral Denreprink. We also have the realization upon us, as time 
marches on, that we are confronted with block obsolescence of large 
numbers of our tanker fleet. 

Mr. Ropeson. We have talked about speed. I can assume that there 
are other defense features besides speed which would have to be on 
these nonconvoy tankers. I know a lot of money was spent during 
the other war bringing all kinds of ships in for reconversion and add- 
ing featurestothem. A lot of the features they wanted on them could 
not be put on because the original design of construction was not such 
that they could be added to them. 

So I assume that what they want to do is in regard to the original 
design and the original construction, where they will embody these 
particular features which are necessary for the operation you antici- 
pate they might be engaged in; is that right? 

Admiral Denrepsrink. That. would come under the heading of na- 
tional-defense features. 

Mr. Roseson. Well, you have necessarily mentioned speed. That 
is not necessarily all of the fe: tures ; is that ‘right ? 

Admiral Denrsrink. That is not all of the features; no, sir. 

Mr. Roseson. I would assume they went beyond that. 

Admiral Denrprink. Yes, sir. 

Mr. Rozeson. I can think of some myself. I also assume it would 
take over a year to build the type of tanker you are talking about, once 
you started trying to build them in an emergency. 

Admiral Deneprinx. Be: aring in mind that the Department of 
Commerce would be charged with the letting of contracts for that, my 
understanding is that it takes at least 11 to 12 months at the present 
time to lay down and complete a tanker. 
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Mr. Rogerson. What interests me, then, is this: If you wait until 
the emergency is upon you you gain no help from the new t ankers you 
are talking about, in adding those to meet your needs, for a year or 
longer. Now, then, at that time, the yards would probably be over- 
vhelmed with other needs of the services. There fore, you get involved 
as we did before in trying to expand building oper: ations and run- 
ning into 7-day weeks and inefficient work forces. So is not the 
idea now that it would cost the Government a great deal less to 
design and build and arrange for building under some manner— 
the Commerce Department suggests this manner, but whatever the 
manner may be—to support the idea that there is a necessity to do 
something now to provide for the future? 

Admiral Deneprtnx. That is correct. I would like to call atten- 
tion to the third paragraph in my statement. I say: 

The ability to transport by sea great quantities of petroleum products to 
various areas in the world immediately upon mobilization will be a critical 
factor and have a decisive impact upon the success of military operations in 
the crucial period of time immediately following the outbreak of war. 

Mr. Rorrson. You see what I am getting at. Assuming they are 
going to have to be built and the commercial operator or oil company 
does not require them for his needs, except maybe in exceptional 
cases for the type of tankers you are talking about, and even then 
without these features, even thor igh they do build tankers there is 
no reason that they s should + sri the companys money to build and 
design adequately for what you are talking about: is that right? 

At imir al DenepBrink. |] think you have hit upon a very good point, 
Mr. Robeson. The commercial operator—— 

Mr. Roxseson. Builds for his service. 

Admiral Drenepring. Is engaged only in building a tanker to 
transport fuel from point to point, and might well be content with 
14 or 15 knots or a variation in the tonnage that he carries. While 


it is adequate for his service, and while they build that way, it 
does not meet the defens a bas. It is a matter of actual knowledge 
hat the individual operator builds to fit the pattern of his own service 


b th with regard to draft snd size and speed. This would take that 
away from him a little bit. 

Mr. Rozrson. So the country is confronted with a problem of need 
for tankers to meet the requirements, whether or not they are built 
under this program or any other program. They have to be pro- 


Admiral DENEpRINK. That is correct. 

Mr. Rorrson. So we are discus sing methods of doing it. We are 
correct in assuming that the Roe lem has to be met. 

Admiral Denrprink. Yes, si 

Mr. Ron Eson. And that it Ion to be met as quickly as possible. 

Admiral Deneprink. That is my oe Mr. Robeson. 

Mr. Ropeson. You think delay in doing something just adds to 
the probable risk we are taking w a on eis would be of the essence and 
when we did not have time? 

Admiral Deneprinx. That is correct, Mr. Robeson. 

Mr. Ropzeson, Now, then, we also can assume that under present 
shipbuilding ee ams major yards could design and build what you 
are talking about, and would go on competitive bids to obtain this 
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work, and would be doing this work on a day-work basis with their 
most skilled people. So, presumably the cost would be less. 

Admiral Denesrinx. I would assume that; yes, sir. 

Mr. Roseson. And at least some tankers would be provided. 

Admiral Drenerprink. Yes, sir. 

Mr. Rogerson. Well, then, while we may debate here whether this 
method is the best method, which may be decided by the Defense De- 
partment, your idea is that this committee or some committee must 
give assistance in providing tankers. 

Admiral Deneprink. Yes, sir. 

Mr. Roseson. If this is not the best method we had better come up 
with a better one; is that right? 

Admiral DENrpriInK. The Department of Defense supports this 
legislation. 

Mr. Rosrson. That is what I thought. 

Mr. Bonner. Will the gentleman yield? 

Mr. Roprson. Yes. 

Mr. Bonner. Did you make a request in the present appropr iation 
bill for the national defense for the construction of tankers? 

Admiral Denrerinx. In the Department of Defense, Mr. Bonner? 

Mr. Bonner. In your authorization or appropriation for national 
defense did you make a request for the construction of tankers? 

Admiral Deneprink. In the 1952 program, as I remarked, we cov- 
ered some. We are talking about the fleet tankers in the Navy, to 
operate in the Navy Department. There were six fleet tankers which 
are now under construction with 1952 fiscal-year funds. It is my 
recollection that there were two fleet oilers in the 1954 bill and that 
they were stricken out. I have no other information than that. 

Mr. Bonner. Did you put up this argument to the other committees, 
that there was this dire necessity and imperative condition existing ? 

Admiral Denesrink. This is not national defense that we are talk- 
ing about here. 

Mr. Bonner. We have been talking about national defense and the 
collapse of national defense if we did not have sufficient tankers to 
operate the maximum facilities of national defense. That is what I 

said a minute ago. Why has all of this happened at once? Why 
have you not anticipated it? 

Admiral Deneprinx. I have been trying to be very meticulous, Mr. 
Bonner, that the business of building merchant ships and oil tankers 
is the proper business of the Department of Commerce. 

Mr. Bonner. Your testimony here is on the dire necessity of the 
national defense to have these tankers. 

Admiral Deneprrn«. But the tankers that are being talked about 
are the commercial-type tankers. 

Mr. Bonner. But you are talking about tankers which are abso- 
lutely necessary to the supply of the fleet and aviation. 

Admiral Deneprinxk. I would like to say that there are many other 
things which are absolutely essential to the national defense, and it 
might involve the common subject of food and it would not be in- 
volved with the Department of Defense. 

Mr. Srety-Brown. Will the gentleman yield? 

Mr. Bonner. Your testimony here is all based on the dire emergent 
necessity of tankers to supply aviation and the fleet. It is rather pe- 


culiar to me. 
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Mr. Srety-Brown. Will the gentleman yield? 

The Cuarrman. Admiral, I understood that your testimony is with 
reference to a commercial tanker fleet, and that the Department of De- 
fense endorses this legislation for such a commercial fleet of tankers 
under the American flag to be available to you on mobilization. This 
IS not tes timony with reference to a fleet of tankers solely for busi- 
ness, but for their availability for operation by the Navy in time of 

ar or emergency, is that correct ¢ 

\dmiral Deneprink. Thank you, Mr. Weichel. That is exactly 


my position. 
Mr. BoNNER. ag ‘n you have cleared up the situation, Mr. Weichel. 
The CuHarrMAN. Brown ? 


Mr. Seety-Brown. y just want to add in connection with what the 
chairman has said that the appropriation bill for the Department of 
defense very properly could not include this item in the request for 
funds for the construction of sh ps, because these are to be constructed 
for the commercial fleet and not for the Nav Ypers 

Mr. Bonner. I was speaking of ships which woul id be absolutely es 
ential to the existing national defense facilities. 

Mr. Seriy-Brown. They will appear in the budget, siz 

Mr. Bonner. They certainly would be authorized and appropriated 
for. In the history of this committee you know that there was never 
any authorization for the last ships, the mariner- type ships. They 
would just merely put in an appropriation bill. This committee had 
no hearings and the re was no authorization at all. 

Mr. Srety-Brown. I think in fairness to the witness, it must be 
stated that the tankers described in this legislation could not appear 
as such in the ap ypropriatio n for the Department of Defense, even 
though ey may be vital as a defense operation. 

Mr. Bonner. You watch the appropriations committee. They have 
done tery, very many things different from what you talk about. 

Mr. Srecty-Brown. I would object to it. 

Mr. Bonner. They have put legislation in the appropriation act 
time an r time. 

The Cuarrman. Mr. Sheehan ? 

Mr. an EHAN. Admiral, several references have been made to the 
present shortage of tankers. Maybe the statement I would like to 
make would be to rise to your defense in this particular instance. So 
far as the Military Sea Transportation Command or any command is 
concerned, certainly no one 3, or 4 or 5 years ago foresaw the fact that 
we would have troops stationed in 49 out of the 94 countries of the 
world. That certainly has caused a great drain on all your facilities 
to supply all of our troops throughout the world; is th: at correct ? 

Admiral Denesrtnxk. That is correct. 

Mr. Surenan. You actually need tankers because you could not 
foresee all of this wide dispersal. 

Admiral Denrsrtnk. I am a better historian than I am a prophet, 
Mr. Sheehan. 

Mr. Sueenan. That is all I have. 

The Cuatrman. Any other questions of the admiral? 

Mr. Auien. I have one. 

Admiral, I do not like to leave this record the way I think it is. 
I believe it is a matter of several people using the same words with 
different meanings. I am convinced in my own mind that you con- 











TO FACILITATE AND ENCOURAGE NEW SHIP CONSTRUCTION 39 


sider that the merchant ships of the Nation are just as essential in a 
well-balanced progr: am which is carrying out a military measure as 
are the ships of the Navy themselves. W ithout the supplies the Navy 
would not do very well, and without the Navy the ships would not get 
very far. If you do not have both for national defense you are in a 
bad way. 

Is that a little bit of the underlying philosophy ? 

Admiral Denrsrryk. I could not support anything more heartily 
than what you have just said. The merchant fleet of our country is 
vital to the national defense, and it must be adequate. All of those 
categories, whether it be cargo ships or troop ships or oil tankers, are 
necessary. ‘The United States Navy Supports and the Department of 
Defense supports the need for an adequate merchant marine in this 
country, and we look to them in time of emergency to carry our war 
supplies, just as at the present time I look to the American-flag mer- 

chant marine to carry the great bulk of my supplies at the present time. 

Mr. Auten. Thank you. 

Mr. Ray. Might I ask a question, Mr. Chairman ? 

The CHatrMan. Mr. Ray. 

Mr. Ray. As I understood the testimony yesterday, Admiral, you 
want 20 or so big tankers. The Government is going to pay toward 
the cost of those tankers the price it has to pay for the old tankers 
which will be turned over to the reserve and the cost of the national 
defense features which are incorporated in the new tankers, 

You said the tankers would cost about, $8 million apiece, perhaps, 
and that would be $160 million. How much of that is the part that 
the Government is going to contribute in these two categories, and 
how much is to be financed privately ? 

Perhaps that is a question which ought to be directed to another 
witness, but I will ask you. 

Admiral Deneprickx. The under Secretary of Commerce, Mr. Mur- 
ray, is here. All the testimony yesterday along the lines you have 
indicated, Mr. Ray, was given by representatives of the Department 
of Commerce. Iam trying to stick to my own knitting. 

Mr. Ray. You do not have the figures ? 

Admiral Deneprinx. No, sir. 

Mr. Ray. Thank you. 

The CuarrMan. Mrs. Sullivan, have you any questions? 

Mrs. Sutuivan. No questions. 

The Cuarman. If there are no other questions you may stand aside. 
Do you have a statement to put in the record ? 

Admiral Drnesrinx. Mr. Chairman, yesterday when I appeared 
and presented my statement, acting under directions from the Depart- 
ment of Defense, I said on page 2—and I will quote a sentence: 

As I indicated in my opening paragraph, the Department of Defense considered 
it mandatory that section 2 of the bill be amended to state positively that funds 
appropriated to the Department of Defense shall not be used in connection with 
the carrying out of the program proposed in H. R. 6353. 

This morning, acting under directions from the Department of 
Defense, I desire to have that sentence stricken from my opening 
statement. 

The CuHarrMan. That is in line with what we said yesterday, that 
the President might have something to say on the question of the 
source of the money. 
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Admiral Deneprink. Yes, sir. 

Thank you very much, Mr. Chairman. 

The Carman. Thank you for your testimony enlightening us 
on phases of the national defense. 

Admiral Denesrink. Thank you. 

The Cuamman. Mr. Murray, yesterday when we started the hear- 
ing Secretary Weeks offered some testimony on this legislation which 
has been sponsored by the Department of Commerce through the 
Secretary and yourself. 

In the beginning I wonder if you desire to supplement the testi 
mony given by Secretary Weeks yesterday’ We would be glad to 
have you give any statement you care to have incorporated in the 
record. If you Can cover it gener: ally we would be al: id to have all 
of that, so as to clear up any part of the questioning of yesterday 
and supplement what the Secretary said. You may proceed. 


STATEMENT OF ROBERT B. MURRAY, UNDER SECRETARY FOR 
TRANSPORTATION, DEPARTMENT OF COMMERCE 


Mr. Murray. Mr. Chairman, in the first place I want to apologize 
to this committee for the absence of Mr. Rothschild, the Maritime 
Administrator, who was here at the beginning of this session, but who 
is Wearing his other hat today as Chairman of the Inland Waterways 
Cor poration. We are approaching a very important decision so far 
as that particular activity is concerned, so he had to go off to another 
session. 

Mr. Chairman, this matter of the tanker deficit seems to have been 
very well discussed in some detail. The deficit would appear to bea 
serious one. 

In conjunction with the Defense Department, in order to get as 
well integrated a program as possible, we have been looking down 
several directions, one of which has to do with this bill and another one 
of which has to do with the possibility of the MSTS returning to the 
reserve fleet their 57 tankers in favor of a charter operation with in- 
dependent and private operators. It is my understanding that as of 
vesterday MSTS was directed to begin a study looking toward the 
feasibility and thetcost of their returning their ships to the moth- 
bell fleet in favor of charter arrangements with the independents, 
both large and small. 

Now, as we get into this tanker deficit there are several ways in 
which it can be met. The first one is that it is proper for us to build 
tankers ourselves, as we built the dry-cargo ships, the mariner ships, 
and return those to the reserve fleet. That is a costly operation. That 
also always leaves open the possibility of Government competition 
with private operators so long as those ships are within that fleet. 

Under the long-range shipping bill it is quite proper for us to 
subsidize the construction of ships. As you know, we roughly figured 
that at about 40 percent of the cost of the ship. 

The CHatrMan. That includes tankers, also? 

Mr. Murray. Yes, sir; that includes tankers. There is no legisla- 
tion necessary for us to subsidize upon application of private oper- 
ators the construction of tankers. That runs roughly 40 percent; or 
in the case of this type of tanker it could run between $3 and $314 mil- 
lion. That is a second alternative. 
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The third alternative is that which comes within this bill; namely, 
to buy good middle-aged tankers which have serviceability remaining 
in them, mothball those, in return for the building of new, fast 
tankers of large capacity which would then be operated by the pri- 
vate operators for their own commercial uses but which would be 
available in time of necessity. 

The CuatrmMan. They would be owned by them, also? 

Mr. Murray. ‘They would be owned by them and would be available 
in time of need. 

Now, it has been the intent of the Commerce Department in work- 
ing along this line to carry on the best possible negotiations for the 
Government. So far as the 18-knot speed is concerned, we would 
expect to negotiate the defense features based entirely upon the ex- 
perience of each particular company in the type of tanker they build. 
As you know, different companies have different requirements both 
so far as capacity is concerned and so far as speed is concerned. We 
would certainly not pay for defense features to any company who 
already was building an 18-knot tanker. However, that is not the 
usual speed of the commercial tanker fleet today, and we would feel 
called upon to try to work out what the difference in speed of the oper- 
ator we were negotiating with was, as against the speed which we 
require for these particular tankers. 

As I said to you yesterday, we would try in negotiating for the pur- 
chase of the old tankers to work out the best possible sabadesenined 
with the interest of the Government in mind. 

As you well know, section 510 (2) (d) of the act points out that 
we may pay either the scrap value, which of course is not pertinent to 
this particular case, because we do not want that kind of ship; or we 
could pay the depreciated value based on a 20-year life; or, third, the 
market value thereof in the world trade or in the foreign or domestic 
trade of the United States. 

Under that section of the act we would expect to carry on the nego- 
tiations. In some cases we might be able to negotiate on depreciated 
values. In other cases we may have to go up to the world market 
price. 

So that this committee is fully aware of what we are talking about, 
it may be necessary for us in doing that to pay a price which might be 
equal to the price which the operators in turn paid us 6 or 7 years ago 
when they originally bought the tankers. That means it would be 
quite true that a private operator might have bought a tanker from 
us, operated it 6 or 7 years, and then find us again paying the same 
price to get it back. 

We are operating in the situation in 1953, with the title to the tank 
ers residing in the private companies themselves. We all know that 
no one is going to get a tanker back from a company, regardless of the 
price at w vhich the vy bought it, so long as that company has the respon 
sibility and the title to that tanker, unless you pay the going rate for 
that tanker. There is a market value for tankers. It fluctuates from 
time to time. It is not possible to say how much you would pay in 
any given month. 

Our desire is to get tankers and to get them back into the fleet and 
have them ready and usable should we need them. It seemed to us 
after a great deal of careful study, that of the 3 alternatives that which 
was of the best advantage to the Government was a trade-in and build 
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program where for the first time I anew of for a substantial period of 
time instead of paying out roughly $314 million, for subsidizing a new 
tanker for roughly $2.4 million we get 2 tankers back. It is the first 
time in the Maritime administration that I know of that I have been 
able to find we are going to get something for our money. We will 
have 2 middle-aged tankers in the fleet which will be usable, and we 

will have 1 big, new, fast ship which will be available should we need 
it. 

That is all, Mr. Chairman. 

The Cuatrman. Mr. Secretary, with reference to the purchase of 
these ships from the companies, as you stated, it is not likely that if 
anyone has a ship he is going to sell it to the Government for less than 
he can sell it to somebody else. 

Mr. Murray. That is correct. 

The Cuarrman. You are assuming that. 

Mr. Murray. Yes, sir. 

The Cuamman. So with reference to the purchase, it is a purchase 
at the market value on the best deal you feel you can get. That is 
really a matter of who is administering the law, as to how you do it, 
as to whether you pay more than the market value. It is a matter of 
who is administering it. 

Mr. Murray. That is right. 

The Cuarrman. If there are strings or hobbles put on the authority 
definitely saying what you can pay, that would make a difference. In 
other words, if it says ‘ths at you must ti ake the de prec iated book value 
that you must take into consideration that someone previously pur- 
chased the ship from the Government, or any other considerations tied 
up to the formula, there would be no use in passing the legislation. 

Mr. Murray. I would not think so, Mr. Chairman. 

The CratrMan. I am talking as a practical matter to make this 
legislation usable. 

Mr. Murray. I would not think so. 

The Cuatrman. So far as what you get in this bill is concerned, 
you will take what you get and that is all you can do about it. Iam 
ti uking about the practical aspects of it. Unless you have the legisla- 
tion in the form, as you very clearly stated, so that vou might purchase 
at the market price or the best price available, it will be unworkable. 
The discretion and judgment resides in the Maritime Administration 
with reference to purchases, and it is solely a matter of administration. 
If you want to be able to purchase any of the ships and give a credit 
so that a new ship will be built it would necessarily have to be based on 
the market value or something near it; is that correct ? 

Mr. Murray. Yes, sir. There may be times we will be able to deal 
on the depreciated value. We certainly are going to get the best deal 
we can. 

The Cnarrman. Are there any questions? 

Mr. Murray. I might say that we have all had a little experience 
in dickering over the past, and I would expect to dicker as well as 
possible in this particular case. 

Mr. Auten. I think, Mr. Secretary, this matter of what price you 
are going to pay is worth quite a bit of time in this hearing, par- 
ticularly in view of the attacks we have had made on prices and 
insurance values and other matters of that kind on the floor of the 
House. 
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1 am curious to know what you are going to do when you find you 
have sold the tankers to someone for $1 million, or whatever the price 
happens to be, and he comes back now and wants $2 million for them. 
That happens to be the going price for them, let us say. Do you feel 
that we should actually pay more than the amount which you had at 
one time received for the same ship? 

Mr. Murray. Well, Mr. Allen, the only thing I can say about that is 
that we are in 1953, and we have a situation here which means that we 
require tankers for a defense situation. There is a market value in 
tankers as there is a market value in automobiles or anything else. 
We have the choice of either getting tankers or not getting tanke~s. 

[ would not expect anyone, however much he paid for it or however 
much a bargain he got, or regardless of who might have given it away 
at the time, to do leven se. The fact still rem: a we are faced with 
a need, and we are given three alternatives. I do not know of any 
situation at this time which would require us to pay more than the 
purchaser paid for the ship when he bought it. I would not be 
honest. with you if I did not tell you that that margin is a very close 
one in the going market today. 

Mr. AutEN. Do you remember what the floor price was? 

Mr. Murray. I think it was around $1.3 million, as I recall it. 

A Votce, $1.6 million. 

Mr. Murray. $1.6 million. 

Mr. ALLEN. $1.6 million. 

Mr. Murray. | would like to emphasize, however, that in our talks 
with the people that we have been discussing this with, to see whether 
we had something here that was worth while or not; I am not aware of 
anyone at this point with a tanker where we would have to pay 
more. I think that is an academic question at the moment. Never- 
theless, we still must remember that we have the problem of getting 
tankers in 1953 at a decent cost. 

Mr. Auten. Do you remember the year approximately in which 
most of those tankers were sold by the Government ? 

Secretary Murray. 1947 and 1948. 

Mr. AtLen. When were they built? 

Secretary Murray. Well, they were built I guess around 1944 or 
1945. Of course, the dollar has depreciated somewhat in the inter- 
vening time, too. 

Mr. ALLEN. Do you know what the cost was on the average when 
they were built ? 

Secretary Murray. $3 million average. 

Mr. Aten. In the natural depreciation, figuring a 20-year life, 
that would be worth at the present time somewhere : around the fewe 
of $1.500.000 ? 

Secretary Murray. Roughly that. 

Mr. Aten. Book value? 

Secretary Murray. Yes, sir. 

Mr. AtteN. Do you know what it would cost to replace the same 
tanker according to the original plans and specifications on today’s 
shipbuilding market? 

Secretary Murray. About $5,500,000, I am told. 

Mr. Auten. That would be $5,500,000? 

Secretary Murray. $5,500,000? 
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Mr. Avuen. Ina very real sense you are now talking about a present- 
day tanker at $5,500,000 which will be one-half depreciated or have 
a cost now on present dollars of $2,700,000 or thereabouts, is that 
correct ¢ 

Secretary Murray. Well, on that basis that would be true. I be- 
lieve the market value is not that high at the moment. 

Mr. Auten. I am trying to establish a basis to partially offset fur- 
ther criticism. If we want to take the book value as a basis for criticiz- 
ing the payment, the realistic figure now would be somewhere in the 
neighborhood of $2,500,000 for the existing ships that you would be 
taking over. 

Secretary Murray. Of course, you would be getting at the same time 
a ship that had much less speed and much less capacity than the type 
of ship that we are talking about now so that actus illy we would not be 
building 

Mr. Atten. One contingency that I look forward to is having you 
solve the probability that you will find some people with tankers 
coming to you and saying “I have the ship and I have $1 million and 
I want to make the best deal I can,” and instead of looking at it as 
the law seems to indicate, that you will buy ships and then have that 
many in reserve for the seller to use to build a new ship, actually some- 
one is going to come to you with a complete transaction from his view- 
point which involves your fixing a price not upon what you would 
buy the ship for but whether or not you want to take his ship and let 
him build a new one with the funds he has available. I think that has 
happened before in the Department and the tendency would be to in- 
crease the value of the ship from the actual market value to the 
amount of money needed to fill out the requirement for building a new 
tanker. What are you going to do if that one comes to you ¢ 

Secretary Murray. Well, Mr. Allen, we think that we will be able 
to do just about 20 on the basis of people who can afford to build the 
new ship and that situation, if it did happen, would not be germane 
at this particular time if our estimates are right for what we are 
going to get out of this. 

On an arrangement with the smaller and larger independents, if 
something materializes on this Military Sea Transport Service situa- 
tion, that of course would be a complete charter activity in which no 
funds would be involved from the Government standpoint at all except 
for that having to do with the defense features. 

Mr. Atien. I take it that we have your assurance that if any change 
from the police y indicated in this proposed bill is going to be required 
in order to make additional transactions available, you will come back 
for an amendment to the law, rather than to stretch the bill, the 
present law. 

Secretary Murray. I am sure the Secretary would want me to tell 
you that that would be the case. 

Mr. AtteN. One other question. Have you in prospect through 
preliminary negotiations some tentative transaction which indicates 
to you that if this bill is passed it will be an activity in building tankers 
under this new bill? 

Secretary Murray. Yes, sir. As you well realize, until you have 
something firm there is always the chance that people with whom 
you have been dealing may walk away from you. But we have had 





TO FACILITATE AND ENCOURAGE NEW SHIP CONSTRUCTION 45 


sufficient conferences with them that we feel very strongly that, should 
this act go through, we will be able to build 20 tankers. I think it will 
be brought out here or was brought out that it will be roughly the 
equivalent in capacity with 40 of the current T-2’s. 

Mr. Auuen. I take it from what you have said that the bill should 
so provide that you can take 2 or 3 tankers on purchase and use those 
to build a single tanker. 

Secretary Murray. That is right, it is our feeling now that the bill 
does provide that and that the amendment also will provide that. If 
you would like me to spell that out, I think Mr. Bonner raised that 


question yesterday and section 1, U.S. C. 1 provides that: 
In determining the meaning of any act or resolution of Congress, words im- 


yorting singular number may extend and be applied to several persons or things. 
J PI I 


And the Merchant Marine Act, section 510 (c) provides within the 
meaning of the section that: 

The utility value of the new vessel for operation in the domestic or foreign 
commerce of the United States shall not be substantially less than that of the 
obsolete vessel. 

I checked back histor ically and I find that in the past we have traded 
6 for 5 and 3 for 2 and 2 for 1, so that historically this proposed amend- 
ment would seem to make it possible to trade either 1 or 2, depending 
on the situation. 

Mr. Auten. That is all, Mr. Chairman. 

Mr. Weitcue,. Mr. Bonner, do you have any questions? 

Mr. Bonner. Yes, Mr. Chairman. What is your opinion of the 
Mariner venture that we went into? 

Secretary Murray. Well, Mr. Bonner, I have certain reservations 
about the Mariner program. We are and I hope that in this proposed 
program some of these reservations may be reflected in a slightly diff 
erent approach. Weare facing an obsolescence of our dry-cargo fleet, 
as you well know. There has been some interest on the part of private 
operators in purchasing the Mariner, certain Mariner ships. They 
happen to be operators who are operating over long distances where 
the speed is of great importance. It may be that after we get some 
of them operating in the hands of the private operators that there 
would be more interest shown. I think that it is to bad, or I think it 
is unwise at any time for the Maritime Administration to build a 
ship that is basically a naval auxiliary as such at a time when we are 
facing a need for commercial type operations. I would have hoped 
that the hip would have more adaption for general overall use rather 
than the specialized use that the mariner seems to be built for. 

Mr. Bonner. You chartered some Mariner type vessels, didn’t you? 

Secretary Murray. Yes. 

Mr. Bonner. What return did you get, precentage return, interest 
rate return did the charter show w ith respect to the cost of the vessel ? 

Secretary Murray. It is the Military Sea Transportation Service. 

Mr. Bonner. You haven't chartered any mariners? 

Secretary Murray. No. The Military Sea Transportation Service 
is running under charter. I honestly don’t know. 

Mr. Bonner. The Military Sea Transportation Service is operating 
under character? 

Secretary Murray. Yes. 
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Mr. Bonner. Have you sold any? 

Secretary Murray. We have not sold any. 

Mr. Bonner. Isn’t some private operator using the Mar iner? 

Secretary Murray. Well, they are using it under a charter ar range- 
ment. 

Mr. Bonner. Through the Military Sea Transportation Service? 

Secretary Murray. Yes. 

Mr. Bonner. You are operating it for the Military Sea Transpor- 
tation Service? 

Secretary Murray. Yes; under a general agency operation. 

Mr. Bonner. This hearing is very much along the line of the hear- 
ing that preceded World War II. You were here? 

Secretary Murray. No; I was not. 

Mr. Bonner. They are very similar to the hearings that approached 
World War II. I was wondering, in the history at the approach of 
World War II, whether or not it was a wise move to build the Mar- 
iners in the light of the history that developed in World War II when 
we sold ships for $5.85 a ton and bought them back for $85 and $90 
per ton. You remember that history, of course. 

Secretary Murray. Yes. 

Mr. Bonner. And now we have the Mariners and they are national- 
defense security. If we built the ship you speak of suitable entirely 
to commercial activities and in the case of an emergency which this 
whole thing is based on and you had to take the ship back, which 
would have been the most economical in your opinion in the light of 
the past history and in the light of what might happen? 

Secretary Murray. Mr. Bonner, I feel that the Maritime Adminis- 
tration should build ships for commercial purposes that are adaptable 
for military use. I do not feel that the Maritime Administration 
should build naval auxiliaries that may be useful for commercial pur- 
poses, and I think this is a matter of where this type of ship should 
be built. That is my personal view. 

Mr. Bonner. Well, then, you put the finger right on this tanker 
proposit‘on. This tanker proposition, according to the testimony of 
the adi tiral who just left the stand, is for national defense and for 
the security of the Navy and the Navy operations. 

Secretary Murray. I do not believe that is what he said. 

Mr. Bonner. I do not want to leave this unless I misunderstood it. 
He goes on to testify that there is this dire necessity for the tankers 
immediately to support our foreign aviation effort. Didn’t he say 
that? 

Mr. Wercuet. No. [asked him a question after you were finished. 

Mr. Bonner. You had him clarify it very well. I must congratu- 
late you. 

Mr. WetcueL. You don’t believe what he says? 

Mr. Bonner. You dug him out. You helped him get out of the 
hole. I congratulate you on that. 

Mr. Weicuet. If I am wrong in understanding what this legisla- 
tion is, then the hearing is all wrong, but that was my understanding, 
and if it is something else, I would certainly be happy to have it 
brought out. 

Mr. Bonner. He came as a voluntary witness, I imagine, support- 
ing the legislation under consideration. 

Mr. Wetcue.. That is right. 
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Mr. Bonner. And he dug himself right down in behalf of the na- 
tional defense and the dire necessity for this type of tanker to carry 
on the operations and disregarded the fact that if they had gone right 
along and done all this foreign operation they never did anything to 
supply themselves for the foreign operation. 

Secretary Murray. | think that the admiral commented that this 
would be necessary in order to take up the original impact at the time 
of the hostilities. If there is misunderstanding of anybody present, 
I would like to make it clear that these tankers are not solely for 
naval purposes. They are necessary for defense purposes as well 
as civilian purposes, for war, for the Army, for the Navy, for any other 
group. ‘They are point-to-point tankers that are being built accord- 
ing to commercial specifications of the companies themselves with 
only added features of speed. If we get into another war, we will need 
petroleum for civilian as well as defense purposes. Under no cir- 
cumstances is this a naval bill. 

Mr. BonneER. | agree with you, but I would like to know whether or 
not, in the light of past experience, it might not be more economical 
to the Government to just go ahead and build the tankers, charter 
the tankers or bareboat lease the tankers and have the tankers under 
Government control so that in case of an emergency we can just take 
the tanker because we have had some sad experience in subsidizing 
the construction of vessels, selling them at a low price and then when 
the Government got in a place that it needed help we went out and 
just simply drafted all the young manpower and drafted everything 
else in the world and vet we had to pay out scandalous prices to get 
the ships back that we helped to construct. That is the history, or 
am I wrong? 

Secretary Murray. I am not too familiar with the history. 

Mr. Bonner. Well, now, isn’t that the history ? 

Secretary Murray. I don’t know, sir. 

Mr. Bonner. If it isn’t, then all that that was written in the papers 
and the records are wrong here. 

Secretary Murray. My historical period extends back for a period 
of 5 months and I just do not—I would not want to comment on the 
question. 

Mr. Bonner. At the approach to World War II when shipping was 
a vital necessity to the country and the world, we broke out the re- 
serve fleet at that time and the question was raised in this committee 
whether they should be sold and whether they should be permitted to 
get beyond the Government control, and the prices were very, very 
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cheap and the question was asked about the price. A remark was 
made then that they were just old crates, but when we went to buy 
them back to help preserve this Government we paid fabulous prices 
for them. 

So the point I make is whether or not it might not be more eco- 
nomical and might not be more beneficial to the security of this coun- 
try just to go ahead and build these tankers, 20 of them, put them in 
the reserve fleet until the time arises, like the other features in the 
national defense, stored away for emergency, and if we need them in 
commerce just charter them out but have them so that we can take 
them back and not be in the embarrassing or untenable position of 
when we do have to have them to pay triple or 4 times or 5 times as 
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much for them as the person we helped to purchase them got them 
for. I do not differ with the necessity for this tanker situation, but 
which is the best approach ? 

Secretary Murray. We had that alternative and studied it very 
carefully and did not take it. You are, of course, talking now to a 
prejudiced person. 

Mr. Bonner. I am aware of the fact that I have got one opinion and 
you have another opinion. 

Secretary Murray. We are not thinking in terms of paying 4 or 5 
times the amount that these people paid for a ship. We think we 
can work out a good deal. I might point out that with good ships in 
the reserve fleet there is always a tendency for Government operation 
of those ships which only tend to compete later on with private opera- 
tors themselves. That would seem to be an unwise alternative. 

Mr. Bonner. I think the operation right now of the Military Sea 
Transportation Service is actually competing with private operators 
of dry-cargo vessels. That question is beyond this, but I do think so 
and I think if the private operators were free to come in and testify 
that they would say that and substantiate it because in private it has 
been intimated, so we have gone into that already. 

Secretary Murray. It would seem to us to be wise to remove that 
temptation and not build these ships ourselves and not have them in 
any reserve fleet, No. 1. 

No. 2, I am anxious to see that we stretch our dollars as much as 
we can and get as much as we can for them. 

The second alternative is to subsidize the construction of the ships 
and get them back to the private operators and let the private opera- 
tors build according to their own needs of our own specifications. In 
that case we spend about $3,250,000 and get nothing. Under these 
circumstances, I feel we will spend less than that and get something 
back for our money from a couple of good, used tankers, so after kick- 
ing this around for a considerable period of time, and I know you 
realize that we did not come up with a fast answer, it seemed to us that 
the interests of the Government would be better protected if we were 
to adopt a trade and build program, and that is why we are here 
today with the legislation. 

Mr. Bonner. Since we have talked about the past and I am not so 
severe in my criticism of those who administered the past because they 
found themselves in the same position that you and somebody else 
are going to find themselves in should the emergency arise. 

Remember this matter went into the courts. So when you get your 
ships out into private hands, you have lost control aud of course you 
can control the rights of the boys, their lives, the boys on the street, 
but in this piece of merchandise you cannot control it and draft it 
for the national defense. You have got to pay the going price and 
the cause of the taking is not the consideration at all. That is what 
got the other Administration in trouble and that is what will cause 
trouble to the Administrator, whoeverhe is, should we get into a cri- 
tical situation. If this thing is in such a bad state of affairs at the 
present time and we have so much danger in the future, did you think 
about that ? 

Secretary Murray. Yes, sir; and I do not agree that we are involved 
in any program other than getting something in return for the funds 
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we are paying out. You cannot except anyone to give up a piece of 
property, however patriotic they may be, at less than the proper rate. 
These older tankers have a value and it would seem to me it would 
be quite proper. 

Mr. Bonner. I was not talking about the older tankers but some 
of these that you are going to construct and the emergency arises and 
you want to take them back for the national defense and what you are 
going to have to pay for them. 

Secretary Murray. These people are using their own money to build 
the tankers, and not our money. The only money we will use will be 
to bring it up to the rate of speed desirable. There is not a penny of 
money to this. 

Mr. Bonner. The testimony is so familiar it seems like I am going 
back 10 or 15 years, but excuse me. I thoroughly agree with your 
sincerity. 

That is all I have to say, Mr. Chairman. 

Mr. Wetcuet. Mr. Bonner, with reference to buying the ships back 
for more than the Government sold them for, since the 1936 act the 
Government has had authority to repurchase ships built under con- 
struction-differential subsidy at book value but the Maritime Com- 
mission did not do it even though they had the right. So I don’t 
know what it means. 

Mr. Bonner. I remember the vigorous fight you made. You and I 
were on the same side. 

Mr. WetcueL. They did not do it. 

Mr. Bonner. The courts determined it and said the Government 
did not have the right under the act and that the cause of the taking 
was not to be considered. 

Mr. WericHet. I am talking about the subsidized ships, all of those. 
They did not retake title on many of them. 

Mr. Auten. Do you think, Mr. Secretary, that there could be worked 
out some requisition clause which would fix a ceiling value for future 
taking in emergencies and insert it in the contract to protect against 
a situation in the future? 

Secretary Murray. Well, Mr. Allen, I don’t know. I think I said 
yesterday that we are not going to have any great rush in here, as you 
well know. One reason that we are not is that there are an awful lot 
of these people who do not want to get tied down on Government reg- 
ulations. They will say “No” on the defense features and will not 
want to get into a situation where they are not free to do what they 
want to do and do not want to be involved in the harassments of 
Federal regulation, and therefore some of the companies are not going 
to be interested in this program at all because of the national defense 
feature. 

It would seem to me that you could always leave that determination 
to what would be a fair and proper price at the time if you needed 
to take them over. Obviously, the Government may take them over at 
any point, but we are trying to keep the Government out of this 
situation as much as possible and if we did not have the national 
defense features in this bill we would be in a positeion where we would 
negotiate and say, “Go out and buy 2 ships and use your own money 
and we want them within certain specifics itions, such as 18 knots, and 
keep us out of it.” 
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It would be a straight business deal. I think you cannot ask the 
companies to do anything more than that. W hen you bring our 
national defense features into it, they have got to be inspected and 
regulated and there will be a tremendous amount of paper work and 
some of the companies have no interest in that and they will build 
their own tankers under their own specifications which are very near 
what we are talking about, and we would be able to take those over. 
I would not be in favor of putting on any ceiling and I think that 
would interfere with our own problem. 

Mr. Auten. If you want to get that restriction in there, you would 
have to pay for it now in some way. 

Secretary Murray. In some way, I am sure. 

Mr. ALLEN. Another question that I wanted to ask is, Are these 
tankers going to be built in American shipyards? 

Secretary Murray. Yes, as far as these are concerned. 

Mr. Wercuet. They would have to be built in American shipyards 
under the existing law. 

Secretary Murray. Yes. 

Mr. Aten. That is all I have, Mr. Chairman. 

Mr. Wercuet. Mr. Seely-Brown, do you have any questions? 

Mr. Srety-Brown. Do you believe that the passage of this bill will 
have an effect on the world market price of tankers 

Secretary Murray. Mr. Seely-Brown, that is a very difficult one to 
answer so long as we also may pay the depreciated book value and 
there might be some sudden spurt, I think if there were we might relax 
temporarily. 

Mr. Srevy-Brown. It occurred to me that if this bill becomes law 
that you would see the world market price of tankers take a sharp rise. 

Secretary Murray. That is always a possibility just as in anything 
else. On the other hand, if we are not bidding up that far and there 
are no other bidders, that price has a tendency to recede. 

Mr. Sre.y-Brown. The emergency feature of the legislation will 
not necessarily mean that you will go into the market immediately, if 
in your judgment the market is too high ? 

Secretary Murray. That is right. I think that is very important 
because that has been anticipated that the passage of this bill might 
cause that spurt and then if there are no bidders at that particular 
time and we are not going to pay a price that we should not pay, we 
will just have to relax and let the market return to where it was. I 
know where it is at the moment. 

Mr. Srety-Brown. I am trying to ask questions which I believe may 
be asked on the floor of the House if this legislation ever gets there. 

Secretary Murray. Right. 

Mr. Seeiy-Brown. Am I correct in my understanding that if this 
bill becomes law we will add 40 middle-aged tankers to the reserve 
fleet and acquire 20 new ones, approximately ? 

Secretary Murray. Roughly that. There will be some individual 
tankers for tanker trade. 

Mr. Srety-Brown. There is nothing sacrosanct about the number, 
but that is approximately the figure. 

Secretary Murray. Yes. 

Mr. Sre.y-Brown. Of the 40 tankers you will add to the reserve 
fleet, how many of those tankers were built with Government money ? 

Secretary Murray. All of them. They are T-2 tankers. 
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Mr. Srery-Brown. In other words, they were all built as T-2 
tankers ? ; 

Secretary Murray. Yes. 

Mr. Seevy-Brown. And approximately how much money has the 
Government put out for those T-2 tankers? 

Secretary Murray. I think they cost around $3,500,000 apiece, $3,- 
250,000 apiece. 

Mr. Srety-Brown. Approximately that. When you get them back 
and when you buy them back, you anticipate paying approximately 
how much more ? 

Secretary Murray. I would think we are talking about $1,250,000. 

Mr. Srety-Brown. $4,750,000 or $5,000,000 is what it will actually 
have cost the Government over a period of time? 

Secretary Murray. As Mr. Bonner pointed out, it is a little worse 
than that because we sold these same tankers to the private operators. 

Mr. Sreety-Brown. Let us hear the worst figure because that is the 
one that will be emphasized. 

Secretary Murray. We got into a situation where, under the Ship 
Sales Act, there was a floor put on the price of these ships and it is my 
understanding that they were sold at the floor, and the floor price was 
about $1,600,000 at the time. So they cost us approximately $3,250,- 
000. We sold them for $1,600,000 and we might have to buy them for 
$1,250,000, and the operators used them for 6 years. 

Mr. Bonner. What was the cost of the reworking the tankers be- 
fore they were sold? There was some of that business in it. 

Mr. Weicuev. Put them in class; is that right, Mr. Bonner? 

Mr. Bonner. Yes. 

Secretary Murray. $100,000 to $400,000. : 

Mr. Bonner. Each? 

Secretary Murray. Yes. 

Mr. Weicuet. But even selling them at a floor price in class, even 
then the Government was not able to sell all they had. 

Secretary Murray. That is correct. 

Mr. Weicuet. And they sold them foreign because nobody else 
wanted them here, even at the cheap price ? 

Secretary Murray. That is right. 

Mr. Srety-Brown. Do you feel that this is the best bargain under 
the circumstances you can possibly get? 

Secretary Murray. W2 pay $8 million for these tankers if we want 
to do it and we will have exactly the same tanker that we are now 
asking somebody else to build with their own money. 

We can subsidize the tankers with roughly 40 percent of the cost 
and we are talking about giving away $3 million and we will have the 
same tanker. 

The third alternative is paying out a little less than 40 percent and 
getting 2 tankers and we will then own, and again a new tanker, of 
exactly the same specifications. You are from Connecticut. How do 
you feel about that ? 

Mr. Srei_y-Brown. You are putting in about $3 million of this for 
depreciated value, which is pretty close to the same amount when you 
take in the resale price you got. 

Secretary Murray. That is right. 
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Mr. Srery-Brown. I want to make sure in my own mind that I 
have this straight. In other words, you spend the least to get the 
most back. 

Secretary Murray. I think so. You can’t help tying it in to what 
happened before. We are in a situation in 1953 where they were sold 
at a certain price and whether they were sold at a proper price or not 
we want to get them back and we are not going to get anyone to volun- 
teer to give any tankers. 

Mr. Srety-Brown. Tanker deals are a fairly popular subject for 
debate on the floor of the House, and I want to be in a position to 
thoroughly understand your side of the story. 

Secretary Murray. We feel very strongly that this is the best deal 
that the Government can get. We are talking about the new tankers 
and we are talking about exactly the same tanker in either way. 

Mr. Weicuet. With reference to the Ship Sales Act, there was a 
floor price but there was nothing mandatory about selling it at the 
floor price. However, the sales were made of the floor price and the 
acuene they were sold the purchasers could get double their cost in 
the open market. 

Secretary Murray. That is right. 

Mr. WertcueL. So with reference to this price that you are setting 
up here, which is the market value, how high you are going to go 
above it or below, rest what it is going to be is to be a matter of ad- 
ministration again, just as before. 

Secretary Murray. Yes. 

Mr. Seeiy-Brown. This is a question directed to you, Mr. Chair- 
man, and not to the witness. Could you advise us as to when you 
anticipate a further hearing on this? 

Mr. Weitcuet. Next Tuesday. Mr. Robeson, do you have any ques- 
tions ¢ 

Mr. Rosrson. No further questions. 

Mr. Wreitcue.. Mr. Sheehan? Mr. Mumma? 

Mr. Mumma. No questions. 

Mr. Weicuer. Mr. Van Pelt? Mr. Norblad? Mr. Osmers? Mr. 
Wainwright? Mr. Clardy? Mr. Ray? 

Mr. Ray. I think you have answered the question as to the total 
investment, the Government would be making under this. You 
haven't given it all but you have given the share the Government would 
advance per ship. 

Secretary Murray. That is right. 

Mr. Weicner. Mr. Robeson ? 

Mr. Rogerson. No questions. 

Mr. Wetcner. Mr. Mailliard ? 

Mr. Martarp. Yes, Mr. Chairman. One comment, Mr. Murray. 
One of the merits of this particular scheme as against the others, it 
seems to me, is that we assure that the middle-aged tankers remain 
under the control of the United States. Otherwise, it might be, if you 
were going to subsidize new tankers, it might very well be these com- 
panies will decide to sell the old tankers to a foreign flag; isn’t that 
correct ¢ 

Secretary Murray. They are pretty well tied down at the moment, 
but we think we can maintain them in much better shape through our 
mothballing process as we are maintaining our ships now than they 
would be maintained otherwise by the private operators who perhaps 
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might not be able to sell them foreign and might not have the need 
for them and might have them deteriorating in that way. It is a 
minimum maintenance program but we have a very good one for 
which the Congress appropriates funds each year. 

Incidentally, it will cost us roughly $20,000 to mothball the ship 
and roughly $3,500 a year for maintaining. That is the rough main- 
tenance cost of each ship. 

Mr. Martiutarp. Do you have any estimate as to how much deteriora- 
tion actually takes place in mothballs as compared with deterioration 
that would take place in activation? Let us asume that you have a 
10-year-old tanker and you put it in mothballs and leave it in moth- 
balls for 10 years and take it out. It does not still have 10 years of 
life left. There must be some loss of life during its lay-up. Do you 
have any estimates as to how much of a loss of life there is? 

Secretary Murray. Obviously, if you are using a ship you are dry- 
docking it from time to time and keeping it clean and up to a high 
level of efficiency. The mothballing is a minimum kind of activity 
and I figure, and I am not a specialist in mothballing, but I figure 
and we felt that we could look forward to 25 years of life of a ship in 
mothballs under the preservation program we have. 

Mr. Matnu1arp. Can you give us any estimate of the cost as to 
what range of cost will be involved in the national-defense feature? 
Presumably the differential would vary from company to company. 

Secretary Murray. We have been thinking in terms of about $300,- 
000 a ship. 

Mr. Marurarp. And that would be primarily the speed factor? 

Secretary Murray. Yes. and of course when you get into certain 
differences of design, but the speed is the main thing. 

Mr. Mr. Robeson pointed out, there will be certain | design features 
that will be there should you ever need them for actual defense of the 
ship itself, but our overall cost is roughly around $300,000, most of 
which has to do with the speed. 

Mr. Maruurarp. The overall figure given us yesterday of an esti- 
mated $55 million to buy the old tankers, and you would have to add to 
that about another $6 million for the different features of defe nse. 

Secretary Murray. I have never seen an estimate that was not 
lower than what it actually cost. That is the best estimate we !iave at 
the moment. 

Mr. Martuiarp. I jotted these down yesterday that if the cost is 
going to be $55 million and they are planning to take in 40 t: nkern 
that will be about $1,240,000 per tanker. 

Secretary Murray. That is right. 

Mr. Maiturarp. And as I understand it, the 20 new construction 
tankers would have approximately the same carrying capacity as 
the 40 that you will buy in; is that correct? 

Secretary Murray. Yes, roughly the same. 

Mr. Mariurarp. So it leaves the commercial operators with about the 
same carrying capacity they have now? 

Secretary Murray. Yes. 

Mr. Maruiarp. Those are all the questions I have, Mr. Chairman. 

Mr. WeicueL. With reference to the sale of ships foreign, the 
existing law is that they cannot be transferred to a foreign flag with- 
out the permission of the Administrator so that if any of them go to 








54 TO FACILITATE AND ENCOURAGE NEW SHIP CONSTRUCTION 


foreign-flag registry it is because of his decision and because of the 
fact that the national defense authorities approved the transfer}; is 
that correct ? 

Secretary Murray. That is why the maintenance factor is im- 
portant, because obviously would not allow tankers to be trans- 
ferred at this particular time, but if they are not needed, if they cannot 
be transferred foreign and if they are not required in the trade, there 
is a deterioration that sets in which would be a greater decrease than 
if they were in reserve fleets where they are being taken care of. 

Mr. Weicuet. Do you have any questions, Mrs. Sullivan? 

Mrs. Sutttvan. I believe it was answered, but I am not positive. 
All of these replacements would be built here in the American ship- 
yards? 

Secretary Murray. Yes. 

Mr. Weicneu. That is existing law. 

Mrs. Sutxivan. That is all I have. 

Mr. Wetcuet. Are there any other questions? 

Secretary Murray. I might add that the subsidiary importance of 
this bill is that in the first quarter of the next calendar year the 
shipyards themselves, which are important to the defense, are going 
to be fairly bare of business, so as a very important added defense 
feature there will be the assistance that this will give in maintain- 
ing a minimum shipbuilding capacity in all the shipyards. 

Mr. WeicueL. The yards are not crowded, so they can be built in 
the American shipyards 

Secretary Murray. They will not be crowded at that time. 

Mr. Marixrarp. Since I presume the control of the building of these 
ships will be entirely in the hands of the companies building them, 
would there be any way of assuring a proper assignment of this work- 
load among the various shipyards of the country, or would we again 
be in a position where the Pacific coast would get nothing out of it? 

Secretary Murray. I think that that might be taken care of in our 
negotiations. We do not want to see all the work piled up in any 
one particular spot. 

Mr. Weicuew. It depends on where the companies are operating, I 
imagine. 

Mr. Rozreson. Who is going to pay the differential in the cost be- 
tween the shipyards? 

Secretary Murray. We think that in the course of our negotiations 
it will be possible that the business is spread around. 

Mr. Rogrson. With no further cost to the Government ? 

Secretary Murray. With no further cost to the Government. 

Mr. Rorrson. That interests me. There were a lot of ships built at 
different shipyards at different costs to the Government. 

Secretary Murray. That is right. 

Mr. Weicuet. If there are no further questions on the tanker bill, 
Mr. Murray also has here the legislation affecting ship mortgages, 
and he would like to offer testimony on it. 

The House is now in session and I don’t know how long the com- 
mittee wants to sit. It is after 12 o’clock now. We could continue 
this on Tuesday because I think it is quote involved. 

Mr. Bonner. Who will be the next witness, Mr. Chairman ? 
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Mr. Weicuet. With reference to the tanker bill, I think we have 
heard all the witnesses that the Department of Commerce will 
present. 

Mr. Bonner. Industry is not going to testify ? 

Mr. Wetcuet. They didn’t say anything about testifying but I 
understand they will testify on the mortgage bill. They already have 
astatement here. For all practical purposes we can adjourn until next 
Tuesday and, if there is anything more on this, we will continue with 
the mortgage bill and it will probably have some bearing on this pro- 
gram, too. 

Secretary Murray. Not necessarily. It is not contemplated. It is 
just by accident that they both came up at the same time. 

Mr. Weicue.. We will adjourn until Tuesday, July 28, at 10 a. m., 
in the same room. 

(Whereupon, at 12:15 p. m., the hearing was adjourned, to recon- 
vene at 10 a. m., Tuesday, July 28, 1953.) 





TO FACILITATE AND ENCOURAGE NEW SHIP CONSTRUC- 
TION, INCLUDING NATIONAL DEFENSE RESERVE OF 
TANKERS 


TUESDAY, JULY 28, 1953 


Housr or REPRESENTATIVES, 
CoMMITTER ON MercHANT ManrINE AND FISHERIES, 
3} ashington, Dt. 

The committee met at 10 a. m. in the committee room of the House 
Committee on Merchant Marine and Fisheries, Alvin F. Weichel 
(the chairman) presiding. 

The CHatrman. The meeting will please eome to order. 

We have for consideration H. R. 6441, with reference to the exten 
sion of credit and the insurance of mortgages with reference to the 
maritime loans. 

(The bill is as follows:) 


[H. R. 6441, 88d Cong., 1st sess. ] 


as 
il 


A BILL To amend certain provisions of title XI of the Merchant Marine Act, 1936 
amended, to facilitate private financing of new ship construction, and for other | 
poses 
Be it enacted by the Senate and House of Representatives of the United States 

of America in Congress assembled, That section 1103 of the Merchant Marine 

Act, 1986, as amended (U. S. C., title 46, sec. 1273), is amended by inserting 
a)” after the section number; and by inserting after the word “provided” and 

before the words “any mortgage offered” the words “90 per centum of the un- 

paid balance of”; and by striking out the last sentence thereof, and inserting 
at the end of the section the following : 

“(b) The Secretary of Commerce is further authorized under such terms and 
conditions as he may prescribe not inconsistent with the provisions of this 
title, to insure against loss not to exceed 90 per centum of the unpaid balance of 
principal of loans and advances of credit made to finance the construction, re- 
construction, or reconditioning of vessels with respect to which he is authorized 
to provide mortgage insurance under sections 1101 to 1109, inclusive. 

“(c) The aggregate amount of insurance of principal obligations of all mort- 
gages and loans under this title and outstanding at any one time shall not 
exceed $100,000,000.” 

Sec. 2. Section 1104 (a) (2) and (8) of such Act, as amended (U. S. C., title 
46, sec. 1274), is amended 

(1) by inserting in paragraph (2) after the words “financed by the loan 
or advance” the following “or, in the case of vessels constructed under 
title V of this Act, involve an obligation in a principal amount which does 
not exceed 75 per centum of the cost of the vessel (exclusive of construction- 
differential subsidy and cost of national-defense features) ,” ; 

(2) by inserting in paragraph (8) after the words “new loan or advance 
made to aid in financing’ the words “construction of vessels under title V 
of this Act, as amended, or”; 

(3) by amending clause (c) of paragraph (8) to read as follows: ‘in 
foreign trade.” 

Sec. 3. Section 1105 of such Act, as amended (U. S. C., title 46, see. 1275), 
is amended to read as follows: 

“Sec. 1105. (a) (1) In the event of the failure of the mortgagor to pay the 
principal or interest under an insured mortgage giving the mortgagee the right 
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to foreclose, and failure on the part of the mortgagor to correct the default with- 
in thirty days, the mortgagee, provided an assignment of the mortgage and of 
the notes, bonds, or other evidences of indebtedness secured by the mortgage, 
and of all collateral held by the mortgagee securing such mortgage be tendered 
to the Secretary of Commerce at or before the expiration of forty-five days from 
the date of such default, shall thereupon have the right to demand payment of 
the insured portion of the unpaid balance of principal of said mortgage. If 
within a period of sixty days from date of such default, the Secretary of Com- 
merce finds that there has been a failure to pay principal or interest under the 
mortgage or that such failure has not been corrected within the said thirty 
days, he shall accept the assignment and promptly pay to the mortgagee the 
insured amount of the unpaid balance of principal of the said mortgage. Upon 
acceptance of such assignment, the obligations of the mortgagee to pay the 
premium charges for insurance shall cease. 

“(2) In the event of the failure of the borrower to pay principal or interest 
due under an insured loan, the lender shall have the benefits of insurance against 
loss provided under section 1103 (b) of this title upon compliance with the terms 
and conditions of such insurance. 

“(b) Any amount required to be paid by the Secretary of Commerce pursuant 
to subsection (a) shall be paid out of the Fund to the extent that funds are avail- 
able therein at the time such payment becomes due, and to the extent such funds 
are not available, the Secretary of Commerce shall pay to the assignor of the 
insured mortgage any amount required to fully satisfy the claim, which amount 
is hereby authorized to be appropriated out of any money in the Treasury not 
otherwise appropriated. 

“(e) The Secretary of Commerce shall cause the mortgage to be foreclosed 
and shall repossess the mortgaged vessel forthwith, and take such other action 
against the mortgagor or any other parties liable under the mortgage or the 
collateral, that, in his discretion, may be required to protect the interests of 
the United States and the insured lender, as they may appear, and such suits 
may be brought in the name of the United States, or in the name of the insured 
lender or assignee, and such lender or assignee shall make available to the 
United States all records and evidence necessary to prosecute any such suit. 
The Secretary of Commerce shall have the right in his discretion to accept a 
conveyance of title to and possession of the vessel from the mortgagor, and in 
the event of a sale under foreclosure proceedings, may purchase the vessel for 
an amount not greater than the insured portion of the unpaid balance of such 
mortgage or loan. In the event the Secretary of Commerce shall receive through 
the sale of the vessel or other collateral assigned to him an amount of cash in 
excess of the amount of any payment under section 1105 (a) (1) and the expenses 
of collection of such amount, he shall pay to the insured lender such cash amount, 
but not in exces of 10 per centum of the unpaid principal amount of such loan or 
mortgage, and unpaid interest to which the lender is entitled under the loan. 

“(d) Notwithstanding any other provision of law relating to the acquisition, 
handling or disposal of property by the United States, the Secretary of Com- 
merce shall have the right in his discretion to complete, recondition, reconstruct, 
renovate, repair, maintain, operate, charter or sell any property acquired by 
him pursuant to the assignment as provided in this section and may place the 
mortgaged vessel in the national defense reserve or may sell the same upon com- 
petitive bids for not less than the minimum sales price provided by the Mer- 
chant Marine Act, 1936, as amended. The buyer shall be required to make cash 
payment to the Secretary of Commerce of not less than 25 per centum of the 
sale price, and the balance shall be paid in equal annual installments over the 
remaining period of the expected useful life of such vessel. Interest at the rate 
of 3% per centum per annum shall be paid on all such installments of the pur- 
chase price remaining unpaid. The Secretary shall also have the power to pursue 
to final collection, by way of compromise or otherwise, all claims against mort- 
gagors or persons liable under collateral assigned to the Secretary of Commerce 
as herein provided. 

“(e) Any contract or commitment of insurance entered into by the Secretary 
of Commerce under this title shall be final and conclusive and shall not be sub- 
ject to avoidance by any officer, employee, or agent of the United States, except in 
case of fraud, duress, or mutual mistake of fact.” 


The CrarrMan. Secretary Murray has come here this morning to 
outline the bill and answer questions on this bill. He will probably 
turn the major part of this over to Mr. Rothschild, the Chairman of 
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the Maritime Board. Mr. Murray, the Secretary, has a special meet- 
ing at the White House, so I do not know how long he will be able 
to stay. I thought we might proceed, and then when he has to go he 
might leave. 

With reference to questioning, the Chairman of the Board would be 
happy to stay and cover the whole matter for us. 

Mr. Murray, do you have any statement with reference ito H. R. 
6441, which bill came from the Department of Commerce 


STATEMENT OF ROBERT B. MURRAY, JR., UNDER SECRETARY OF 
COMMERCE FOR TRANSPORTATION 


Mr. Murray. Mr. Chairman, I thought that I would like to ask your 
permission to have Mr. Rothschild read my statement. 

The CuarrMan. We would be glad to do so. 

Mr. Murray. I am sorry that I have this particular conflict this 
morning, but this appointment has been of rather long standing. I 
just must get to it at 10:30. I will be very happy, if you desire, to 
come back this afternoon, to answer any questions that you might 
have. 

Mr. Rothschild has been very much involved in the work on this bill, 
and I am sure he is well qualified to answer all the quest ions which the 
committee will have. 

I was extremely anxious to get down here on this partciular bill 
to emphasize to this committee the importance which the Department 
believes this bill has. We feel that if there is ever to be private 
financing of ship construction we have to make a step in that particu- 
lar direction. 

As you well know, the basis of financing of ship construction at the 
moment is for the Federal Government to take care of the entire cost 
of construction, including not only the subsidy construction part but 
the part which subsequently is repaid by the private operator. We 
pay roughly a 40-percent cost differential which is charged off im- 
mediately. Then of the 60 percent additional cost of the ship, which 
the private operator eventually pays, that is all originally paid for by 
by the Government. 

Upon delivery of the ship the operator pays 25 percent down, and 
the remaining 75 percent is paid over a 20-year period, over the life 
of the ship. That puts the Federal Government directly in the lend- 
ing business. It requires large sums of money. It puts us in a func- 
tion which we would not be in at all, I would hope, if there were no 
cost differentials between ship construction in America and in the for- 
eign yards. 

It seems to us that the manner in which a private operator obtains 
his own money for that part of the cost of a ship which he must bear is 
his own business and should be worked out by him with his own banker 
on a basis that gets the Federal Government out of ship construction 
financing. 

I cannot tell you that this bill represents the last word or that it 
will represent an answer to the problem. It does represent the best 
possible answer to this point, giving us a basis to contact the operators 
who need to build ships and ‘the banks and the insurance companies 
which might be interested in lending the operator sufficient funds to 
get on with ship construction. 
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It may be that we have not covered every item that we will find 
when we get involved in negotiations we should have covered, but it 
is a long ste »p down the w: Ly to private financ ing. 

As you have heard me say many times, I think it will be a great day 
for the merchant marine in America when we can have financing done 
by private institutions all over the country; not just here on the At- 
lantic seaboard, but throughout the West and elsewhere, where our 
people can be more aware because of their financial involvement of the 
position of the American merchant marine in the economy of the entire 
country. 

| would therefore hope that this committee, even at this late date, 
would look with favor upon a measure which we hope will get the 
Government out of the financing of ship construction, except for that 
part which represents the construction‘ differential between American 
yards and foreign yards. 

The CuarrMan. I have three short questions here. In other words, 
with reference to this bill as to what a private operator is investing in 
a ship, this will permit the Maritime Board to insure 90 percent of the 
mortgage that any bank or lending institution will advance to him ¢ 

Mr. Murray. That is correct. 

The CuHarmmMan. The Government would be relieved of continuing 
long-term financing on that part, which it now does ? 

Mr. Murray. That is right. It seems to us that there is nothing 
to be lost even at that 90-percent guarantee, because at this point the 
Government is putting up 100 percent of its own money, at the time 
the ship is being constructed. So that even though we are guarantee- 
ing 90 percent of the mortgage we still are using somebody else's mone y. 
It seems to us that we have nothing to lose by that. 

The banks do not want to get involved in the costly problem of fore- 
closing a mortgage on a ship which might be at some foreign port and 
be subject to all the problems of foreclosure in a foreign port. They 
also have a peculiar desire to be paid off in cash rather than in deben- 
tures. This bill would allow both of those eventualities to take place. 

The Cuarrman.I have one other question. The other day we con- 
sidered all of the testimony on these tankers, but I do not know whether 
it was clear in the record that the matter with reference to the financing 
of tankers and the building of commercial tankers, with reference to 
taking in the old ships, was an idea which was advanced by the 
National Security Council. Is that correct? 

Mr. Murray. The work on the whole tanker problem has been a 
matter of interest to the Security Council; yes, sir. 

The Carman. This proposition was advanced through the Secu- 
rity Council in that legislation ? 

Mr. Murray. That is correct. They are well aware of the bill and 
are interested in the bill. 

The CHatrman. Mr. Allen? 

Mr. Murray. Does that answer your question on the tankers? 

The CHatrmMan. Yes. I just wanted it in the record that that is 
where the idea came from with reference to the support of the na- 
tional defense on the tankers. 

Mr. Auten. Mr. Secretary, have you had any indications from 
people in the banking industry that if this bill is passed there will be 
an interest in financing the ship contracts ? 
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Mr. Murray. Mr. Allen, you cannot quite tell, because we have 
not had anything firm. Until you get something firm, to talk to the 
others about, it is in a “maybe” class. 

We have had a great many conversations with banks and with in- 
surance companies. We believe this gives us the basis for working 
out the possibility of financing. I would not want to guarantee it. 

I think until we really have something firm to go back to these peo- 
ple with, depending up the money market at the time, it is hard to tell. 
The basis for this bill has been the conversations which we have had 
with the private lending institutions. 

The Cuamman. Mr. Bonner ? 

Mr. Bonner. Mr. Chairman, the Secretary is testifying on which 
bill ? 

The Cuatrman. The one with reference to guaranteeing maritime 
mortgages, for 90 percent of the loan, Hf. R. 6441. 

Mr. Bonner. Let met pass at this time. 

The CuarrMan. Mr. Seely-Brown ? 

Mr. Srety-Brown. I will pass. 

The Cuatrman. Mr. Boykin? 

Mr. Boyx1n. No questions. 

The CuarrMan. Mr. Sheehan? 

Mr. Surenan. No. 

The Cuarrman. Mr. Garmatz? Mr. Thompson? 

Mr. THompson. I pass at this time, Mr. Chairman. 

Mr. Murray. May I be excused at this time, Mr. Chairman, and 
have Mr. Rothschild take over ? 

The Cuarrman. He is Chairman of the Board? 

Mr. Murray. He is Chairman of the Board and Administrator of 
the Maritime Administration. It will be his department which will 
have the problem of administering it. 

Mr. Bonner. Let me ask one question before you go, Mr. Secretary. 

The CHairMan. Surely. 

Mr. Bonner. As I understand it, 90 percent of the loans would be 
guaranteed by the Government ? 

Mr. Murray. Yes, sir. 

Mr. Bonner. I am sorry I did not hear your statement. Of what 
advantage is that ¢ 

Mr. Murray. Can I answer that very briefly at this moment? One 
hundred percent of the funds are advanced by the Government now, 
so we put up the money for the construction of the ship. The private 
operator pays that loan back over a period of 20 years. He pays 25- 
percent down when he gets the delivery of the ship, and the remainder 
of the 75-percent unsubsidized portion he pays over a period of 20 
years. ati os 

The Government is in the business right now, using its own money 
right up to 100 percent. It seemed to us that in order to get somebody 
else using their money that it was quite proper for us to guarantee 
the mortgages up to YO percent, leay ing the additional 10 percent as 
a risk element for the bank, to make sure that they are getting them- 
selves involved ina proper mortgage. 

I understand that is the general policy, that the Government guar- 
antees a 90-percent guaranty. The alternative is just to be in it guar- 
anteeing LOO percent by reason of using our own funds. 
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The experience on ship mortgages has been a pretty good expe- 
rience. I think that a bank or an insurance company would have no 
interest in this kind of a business at all unless they were sure of getting 
a Government guaranty of the loan. 

The Cuamman. Does it amount to this: That the Government is 
guaranteeing 90 percent of a mortgage which is only 65 percent of the 
holding? In other words, 35 percent is already paid by somebody else, 
the owner or the bank? There is 25 percent that the owner puts up, 
and the bank has 10. That is35 percent. So you are only guaranteeing 
65 percent of the mortgage; is that correct ¢ 

Mr. Murray. Roughly that; yes. 

The CratrmMan. Good. 

Mr. Bonner. This applies to all types of vessels? 

Mr. Murray. Yes, sir. We had the problem this year on the Moore- 
McCormack and the Grace. We put no money in the budget for 
that. At the same time, if we had had this kind of a thing it might 
have been possible to have gotten those ships built by the operators, 
which the operators had every reason to expect might be built. But 
it would have meant our putting up only that amount which repre- 
sented the differential subsidy. We would have completely left up 
to the two ship operators the problem of where they went for their 
own financing and how much interest they paid. 

Mr. Bonner. Did you discuss the matter of not asking for anything 
in the budget, since you mentioned the Moore-McCormack and Grace 
Lines? 

Mr. Murray. Why we did not ask for it ? 

Mr. Bonner. Yes. 

Mr. Murray. We have testified before on that, Mr. Bonner. We did 
not ask for it because we felt at that time that the building of those 
ships did not answer the criteria for essentiality of new construction 
that we were working on when we submitted the budgets. 

Mr. Bonner. Does the same thing not apply to the dry-cargo and 
the passenger vessels that applies to the tankers with respect to the 
fleet eventually becoming of age and having to be replaced? 

Mr. Mvrray. Well, the critical deficiency at the moment is the 
tankers. We have 35 new Mariners that we will have this vear or the 
early part of next year. That creates a fine reserve of dry-cargo ships. 

We have not built a great many passenger ships, but they are all 
available for any kind of conversion that might be necessary, and 
they are fast. So the tankers seem to be the void that we have at 
the moment which needs to be filled. That is the reason for the empha- 
sis on the tankers. 

Mr. Bonner. Is it not true that in the dry-cargo and passenger oper- 
ation they similarly become obsolete, as compared to the tanker 
operation ? 

Mr. Murray. I would think they would very soon; yes, sir. 

Mr. Bonner. I am interested in why you picked out the tanker op- 
eration. I understand what you say about national defense, but you 
did not display any interest with respect to asking for funds to re- 
place dry-cargo vessels and passenger vessels. 

Mr. Murray. It was because from the defense point of view it was 
thought that the tanker problem represented a critical deficiency at 
this particular time. ; 
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Mr. Bonner. Then there are the Mariner-type vessels, which you 
said was a reason you did not do it, which did not answer the desire 
wholly of the private companies. 

Mr. Murray. There seems to be some interest being shown by some 
of the companies in that. I think that is one of the problems we will 
examine into in the coming months. 

Mr. Chairman, could I answer Mr. Bonner’s questions this after- 
noon, if necessary? I really must ask to be excused. 

Mr. Bonner. Yes. We will have several more days on this bill, any- 
way. 

The Cuarmman. Probably not. 

Mr. Bonner. I want to hear something from industry on it. 

The CHatrMan. Industry will be making a statement on it. We 
hope to get through with this today, if we can. 

Mr. Bonner. Industry was going to testify? I do not want to de- 
tain the gentleman. 

The Cuamman. Mr. Bonner, Mr. Murray has an order with refer- 
ence to an appearance at the White House. 

Mr. Bonner. I understand. You can come back for some ques- 
tioning ? 

Mr. Murray. I would be delighted to come back any time. 

The Cuatrman. Mr. Rothschild, the Chairman of the Board, is 
here for all the questioning and presentation on the bill. 

Mr. Bonner. Yes. 

The Cuatmman. Mr. Rothschild will be here. 

Mr. Morray. Thank you, Mr. Chairman. 

The Cuarrman. Mr. Rothschild, do you have a statement with 
reference to H. R. 6441? 


STATEMENT OF LOUIS ROTHSCHILD, CHAIRMAN, FEDERAL MARI- 
TIME BOARD AND MARITIME ADMINISTRATION, ACCOMPANIED 
BY FRANCIS T. GREENE, GENERAL COUNSEL, FEDERAL MARI- 
TIME BOARD AND MARITIME ADMINISTRATION 


Mr. Rornuscuitp. I do, Mr. Chairman. 

The Cuatrman. We would be glad to have you read it or make 
comments. 

Mr. Bonner, the statement is before you with reference to the 
legislation. 

Do you want to make a statement with reference to this, and then 
open yourself for questioning ? ' 

Mr. Roruscutirp. I should like, with your permission, to read this 
statement which Mr. Murray would have read, and then try to answer 
any of your questions, Mr. Chairman. 

The CHamman. Yes. 

Mr. Roruscuiip. The purpose of H. R. 6441 is to induce private 
capital to come into the ship mortgage field so that the Government 
and the taxpayer will not continue to be under the burden of having 
to finance substantially all new passenger and dry cargo ship con- 
struction. The bill now before you seeks to achieve this objective by 
amending title XI of the Merchant Marine Act, 1936, as amended. 

The major obstacles to use of the limited mortgage insurance now 
authorized by title XI are: 
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First, the fact that it is restricted to ships to be used in the do- 
mestic, Great Lakes, inland waterway, fishing, and contiguous for- 
eign trades, principally the Caribbean area. 

Second, it does not cover short-term loans advanced during the 
ne iod of construction and before a first preferred maritime mortgage 

‘an be placed upon the vessel under construction. 

Third, it requires the lending institution to go through the delays 
and harassment of foreclosure or similar proceedings to repossess 
the ship as a prerequisite to obtaining payment of the insurance. 

Fourth, the insurance is not payable in cash but, on the contrary, 
is payable in the form of debentures carrying interest not to exceed 
° percent. 

From the point of view of financial institutions, the latter two pro- 
visions of the present statute make the present Federal ship mortgage 
insurance particularly unattractive as compared with other forms of 
commercial investments available to the financial community. 

H. R. 6441 would eliminate all of the foregoing objections in that: 

First, by section 2 (3) it extends the coverage of mortgage insur- 
ance to vessels which will be engaged in foreign trade. These, of 
course, constitute the major portion of our American-flag merchant 
marine. 

Second, by section 1 (subsec. (b)) it authorizes insurance for short- 
term loans and advances of credit made to finance the construction of 
ships during the period of their construction. 

Third, by section 3 it requires the Government to pay the prin ‘ipal 
amount of the mortgage covered by insurance promptly after default 
in the payment of interest or principal and, therefore, does not require 
the lending institution to go through protracted, difficult and expen- 
sive foreclosure proceedings as a seinen to realizing on the insur- 
ance commitment. 

Fourth, it authorizes the Secretary of Commerce, after he per 
satisfied himself that there has been a failure to pay principal « 
interest, to pay off the amount of insurance in cash, not debentures. 

It was deemed wise, however, to limit insurance under the proposed 
legislation to 90 percent of the unpaid balance in order that the private 
lenders might have at least a 10-percent stake in the soundness of the 
loan originally negotiated by them and in its subsequent successful 
administration. It appeared to the Administration important that 
private lenders assume some reasonable share of the financial re- 
sponsibility for these loans, if the Government is to insure them against 
loss of principal. We recognize, of course, that to this extent ship 
construction and ship mortgage loans, even when insured by the 
Government under the terms of the bill, may be somewhat less at- 
tractive to private lending institutions than they would be if insured 
100 percent. However, on balance it seemed wise to require that the 
lender retain at least a relatively small financial self-interest parallel 
to that of the Government, in order that we may look to the credit 
investigation facilities of the private lending institutions to supple- 
ment the other safeguards of the act against any unnecessary financial 
loss on the part of the Government. 

The proposed bill, H. R. 6441, of course applies to all loans and ad- 
vances of credit and mortgages to finance the construction or purchase 
of vessels either from private sources or pursuant to title V of the Mer- 
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chant Marine Act, 1936. It also leaves unchanged the present pro- 
visions of the statute not inconsistent with its objectives. For example, 
the provision, among others, relative to loan insurance premium 
charges and reasonable fees for the investigation of insurance appli- 
cations is left unchanged. I should also add that the bill represents 
a supplement to, and not a substitute for, the Government ship finane- 
ing authority already provided by section 502 (c) and section 509 of 
the Merchant Marine Act. 

This bill differs in some details from the earlier draft submitted 
by the Secretary of Commerce to the Speaker of the House of R *pre- 
sentatives. ‘The changes, as I understand them. do not affect the 
general purposes and policies of the legislation. Some of them are 
only clerical or corrective of drafting details. The ones of consequence 
are those in section (3) (a), and (c), relating to the various steps 
and time limitations in cases of default giving rise to a claim for 
pay ment under the insurance on account of loss. We have, of course, 
no objections to any modification of the bill which carries out the 
objectives I have outlined and at the same time strengthens and im- 
proves the administrative prov isions of the measure. We need and 
appreciate your attention to and consideration of any such problems, 
as well as the overall object ives of the measure. 

We sincerely hope, if private lending institutions are given the 
assurances of the United States Government to offset the other dis- 
advantages now inherent in ship mortgage financing, that they will 
make available to our American merchant marine at least a substan- 
tial portion of the funds which up until now have had to be supplied 
by the taxpayers. We recognize that the proposed amendment to 
title XI would substantially broaden, in some respects, the lability 
of the Government under its insurance commitment. This extension 
of the scope of Government insurance, however, would be largely 
offset by the countervailing reduction from $200 million to $100 mil- 
lion in the aggregate amount of insurance which may be outstanding 
at any one time. If our program stimulates private investment in 
ship construction as we hope and expect, and if experience in the 
administration of the mortgage insurance program 1s successful, it 
will undoubtedly be necessary for us later to recommend raising the 
very conservative limit of $100 million to a sum considerably in ex- 
cess of this amount. However, we believe that the suggested limita- 
tion of $100 million will be adequate for the new construction which 
is contemplated at least during the next 2 fiscal years. We would 
prefer to ask for a higher limitation only on the basis of operating 
experience under the legislation as now proposed. 

The broadening of the Government’s insurance liability under the 
proposed bill must also be weighed against the fact that, in the absence 
of proposed legislation, the Government would, as a practical matter, 
have to take for its own account and risk the entire amount of sub- 
stantially all ship mortgages covering new construction, if there is 
to be any significant new shipbuilding for American flag operation 
in the dry-cargo and passenger-ship fields during the next few years. 
The extent of past Government ship financing is shown by the fact 


that, as of July 1, 1953, it held mortgages on 420 American-flag ships 
in the unpaid principal amount of $233,515,037. ‘I his represents over 


8,280,000 gross tons of American-flag shipping. Therefore, it seems 
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clear that, since the Government now has to carry initially 100 percent 
of the risk on American-flag ship mortgages, any proposal which 
will reduce the Government's primary participation and increase that 
of our private American financial market would represent a substan- 
tial net gain to the American taxpayer and to American business in 
general. The experience of the Government with ship mortgages, due 
In part to the postwar volume of shipping activities, has been satis- 
factory. There have been only a few mortgage foreclosures—all 
vessels owned by the Chinese Nationalist Government. Consequently, 
it is our judgement that the secondary financial risk which the Govern- 
ment would undertake if the proposed legislation is enacted would not 
through mortgage defaults ripen into a primary financial commitment 
to any extent even remotely approaching the primary financial com- 
mitment which the Government must now undertake by virtue of being 
the principal, if not the only, available source of funds for financing 
ocean-going, dry-cargo, and passenger ships. 

The new administration is pledged to a policy of maximum private 
enterprise with a minimum of Government interference. H. R. 6441 
represents one of our first but, I believe, a long-reaching stride toward 
the fulfillment of this pledge in the maritime field. It is a step which 
can oO! ly reduce, not increase, the extent of the Government’s involv- 
ment in ship financing. Therefore, the broadening of the scope of 
the ( rovernment’s insurance liability —which we are convinced is neces- 
sary to induce the free flow of private funds into the American mer- 
chant marine—does not represent any increase in financial risk to the 
Government. On the contrary, unless we can stimulate the flow of 
private investment into our merchant marine, the Government will 
have to pick up the far larger financial risk of directly financing new 
ship construction, if American-flag ships are to be built in an orderly 
manner in anticipation of the block obsolescence of our fleet in the 
early 1960's. It is on this basis that I urge enactment of H. R. 6441. 

The Cuarrman. Mr. Keogh? 

Mr. Kroon. Yes, sir. 

The CHamman,. Have you any questions? 

Mr. Krocu. No, I have no questions, Mr, Chairman. 

The CHarrmMan. Mr. Van Pelt? Mr. Norblad? Mr. Osmers? Mr. 
Wainwright? Mr. Clardy¢ Mr. Ray? Mr. Mailliard? Mr. Gar- 
matz ¢ 

Mr. Garmatz. No, sir. 

The CuHarrman. Mr. Shelley? Mr. Robeson? Mr. Delaney? Mr. 
Dies? Mrs. Sullivan? 

Mrs. Sutuiivan. Not at this time. 

The Caarrman. Mr. Thompson? Mr. Magnuson? 

Mr. Maenuson. No questians. 

The Cuarrman. Mr. O'Neill? Mr. Campbell? 

Mr. Camppeiy. None. 

The Cuatrman. Does anyone have any questions? 

Mr. Bonner. Yes, sir. 

The Cuarrman. All right, Mr. Bonner. 

Mr. Bonner. What is the policy of the Government—let us say 
the Reconstruction Finance Corporation—with respect to partici- 
pating in loans heretofore or guaranteeing loans heretofore ? 

Mr. Roruscnitp. I am not acquainted with that, Mr. Bonner. 
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Mr. Bonner. Now, the Reconstruction Finance Corporation has 
been making business loans in connection with banking institutions, 
and guaranteeing a part of the loan. That is why I asked this ques- 
tion. Is this a new feature of extending the Government guranty ? 

Mr. Roruscuiip. This is a measure designed to replace— 

Mr. Bonner. I understand it is to bring private capital into the 
shipping industry. But I want someone to tell me what the antici- 
pation of the Government has been in industrial loans. I do not mean 
the Martime Commission or the Department of Commerce, but rather 
the Reconstruction Finance Corporation, which has been one of the 
principal aids to large and small business, to encourage private capital 
to come in with the Government assuming responsibilities. How 
does that fit this pattern ? 

Mr. Roruscui. I have no idea, sir, but I am told that this in gen- 
eral follows the pattern established by the Home Owners Loan Cor- 
poration and the Federal Deposit Insurance Corporation. 

Mr. Bonner. That is on fixed property ? 

Mr. Rornscninp. In the case of the Deposit Insurance Corporation 
it would be on bank deposits. 

Mr. Bonner. Yes, on banking deposits the institution pays into 
the security fund as an insurance policy. 

Mr. Roruscuiip. The same thing is in this bill, sir. 

Mr. Bonner. No. In this bill the private lender gets the interest 
and the Government merely guarantees the loan. What does the 
Government get for guaranteeing the loan ? 

Mr. Rornscuir. It gets a premium, just as they do from the other. 

Mr. Bonner. What is the amount of the premium ¢ 

Mr. Rornuscuiip. As stated in the act, it 1s from one-half of 1 per- 
cent to 1 percent of the unpaid balance. 

Mr. Bonner. That is the loan that the private financing operator 
makes ? 

Mr. Roruscui. Yes, sir. 

Mr. Bonner. And then the Government assumes all responsibility 
of recovery for the private loan; is that correct ? 

The CuHatrman. All except for 10 percent. 

Mr. Roruscuiip. After default it is up to the Government to do 
the salvage. 

Mr. Bonner. To recapture the property ? 

Mr. Roruscuizp. Yes. 

Mr. Bonner. The lender merely draws the interest and is secured 
by the Government and does not have to do anything? 

Mr. Rornscnip. That is correct, sir. I think that is substantially 
the same procedure. 

Mr. Bonner. The experience of lending by the Maritime Commis- 
sion has been satisfactory ? 

Mr. Rotuscnitp. Yes, sir. 

Mr. Bonner. And the Commission has been getting the revenues 
from the loans and carrying the responsibility itself. Here the pri- 
vate lending agency only assumes 10 percent of the responsibility, 
and the recapture is entirely the responsibility of the Government. 

I want to see private industry come into business just as earnestly 
as the administration. What do you think about a 50-50 basis? 

Mr. Roruscuiip. I do not think at this time such an arrangement 
would be salable to private investors. 
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Mr. Bonner. I can see how BK would sort of be attractive to those 
who have money stored away. I do not see any great advantage to 
the administration or to the Government or to the Treasury. 

Mr. Boyxrn. That would be 35 percent. 

Mr. Bonner. That is all right, but the private lender puts up the 
money just the same. 

Mr. Boykin. He puts up 25 percent to start with. 

Mr. Bonner. He puta it up just the same, whether they are secur 
ing this loan from private agencies or whether the Government is se- 
curing the loan. The pr ivate oper itor puts it up just the same. 

Mr. Roruscuip. The private investor would be at all times liable 
for 10 percent of the unpaid balance of the loan. 

Mr. Bonner. You said that private business would not be interested 
in the 50-50 basis. Why isthat? The Government is going to assume 
all the responsibility for recovering the property. Why would they 
not be interested ¢ 

Mr. Roruscuup. If I understood your 50-50 proposition correctly, 
I was going on the theory that you meant only 50 percent of the loan 
would be guaranteed by the Government. 

Mr. Bonner. That is right. The Government is going to recover 
the property and liquidate the property and the Government is not se- 
cured, but the private lender is secured up to 50 percent of his loan. 

Mr. Roruscnuitp. The Government is secured by having the right 
to foreclose on the ship and dispose of it. 

Mr. Bonner. The private lender would have the same right. 

Mr. Roruscnitp. There - more attractive areas in which to in 
vest money than this would be under such a provision as that, Mr. 
Bonner, which is my reason for saying I do not think they would be 
salable. 

Mr. Sueititey. Will _ gentleman yield / 

Mr. Bonner. Yes, si 

Mr. SHeuiey. In ihe words, the roadblock on the 50-50 pro- 
posal would be that the financial institutions, the investment houses, 
would not be interested in entering into that kind of an investment / 

Mr. Rornuscuitp. That is correct, sir 

Mr. Sueenan. Will the gentleman yield / 

Mr. Bonner. Yes. 

Mr. Sueenan. I might point out, as was pointed out before, that 
this is only a 65-percent mortgage, because the purchaser of the ves- 
sel has to put 25 percent down, and the mortgage is only guaranteed up 
to 90 percent. Therefore, immediately the maximum loss which could 
be established the first day the ship is in operation is only 65 percent. 
With this payment in 2 or 3 years it would soon be down to a 50-50 
basis. The Government is not taking very much of a risk, in my esti- 
mation, or loss. There was an advantage to the Government. The 
Defense Department stated in no uncertain terms that they needed 
these tankers. 

Mr. Bonner. You are not speaking of tankers now. You are speak- 
ing generally. 

Mr. SueeHan. Generally of ships. 

Mr. Roruscuip. This could be applied to any type of ship. 

Mr. Bonner. You have a much more attractive bill for tankers than 
this. 

Mr. Roruscniip. That remains to be seen, sir. 
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Mr. Bonner. I think you have. 
Mr. Camppeni. Is that where they take the 2 to 1 on the ship trade- 
in? 

Mr. Swezey. ‘Two for one. 

Mr. Bonner. There is no limit on it. They could take in 3 or 4. 

Over on page 2 of your statement is something which attracted my 
attention, where you go on to explain why the le nding agency does 
not have anything to do e xcept to loan the money and collect the in- 
terest. with the entire responsibility, according to your own statement, 
that of the Government. 

Mr. Roruscuivp. But, Mr. Bonner, if the Government insures only 
90 percent of the loan at any time that there would be a foreclosure the 
lender would lose his 10 percent, unless the Government were able to 
sell the recovered property for enough to cover its own guaranty plus 
the cost of foreclosing plus 10-percent interest. 

Mr. Bonner. You know that they will recover more than 10 percent. 

Mr. Roruscuiw. Sir? 

Mr. Bonner. You know they will recover more than 10 percent. 

Mr. Roruscutp. They would have to recover 100 percent plus costs 
in order to make the lender whole. 

Mr. Greene. We get ours first. 

Mr. Roruscutip. The Government gets its 90 percent first. If there 
is any left the private lender would be reimbursed to the extent of his 
10 percent. 

Mr. Seeity-Brown. Would you yield? 

Mr. Bonner. Yes, sir. 

Mr. Srety-Brown. Is it not true that very few private lending insti- 
tutions want the ownership of ships? 

Mr. Roruscuitp. Inasmuch as they are not equipped to operate them 
I would think that would be a very true statement. 

Mr. Srety-Brown. That is one of the difficulties you have in the 
problem of getting the ships constructed. 

Mr. AuLeN. Have you finished ¢ 

Mr. Bonner. Yes; I have finished. 

Mr. Atuen. Are there any other questions? Mr. Seely-Brown ? 

Mr. Seety-Brown. The only question I had I think you have par- 
tially answered. 

On page 3 of your testimony was one thing. I wondered if there 
was anything sacrosanct about the 90 percent and 10 percent. I think 
you have answered that question. 

As regards the question raised by Mr. Bonner, if I recall correctly 
the debate when we had H. R. 5141, the small business administration 
bill, up for consideration, the effort there was to have as much par- 
ticipation by the private lending institutions in all Government- 
guaranteed loans as possible. In other words, to have the private 
institutions participate to the greatest possible extent, rather than 
having a direct loan made by the Federal Government. 

At least as I read this and hear the testimony here this is in keeping 
with that overall attempt re in the last 2 weeks. 

On page 4 of your statement, sir, I am interested in the first para- 
graph, the last sentence, where you say: 


The bill represents a supplement to, and not a substitute for, the Government 
ship financing authority already provided by * * * the Merchant Marine Act. 
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Is it not possible that if this program works out as well as you hope 
it does it might well end up by being a substitute for that program ? 

Mr. Rorxscuitp. Well, it would give us another area in which to 
arrange for ship financing, which is not now presently available. To 
the extent that industry would find it attractive it might be a large 
substitute or a small one. 

Mr. Bonner. In other words, you would use both systems? 

Mr. Roruscu1p. We would use everything available under the 
Merchant Marine Act of 1936, as conditions warrant. 

Mr. Sre.y-Brown. You are going to use everything you have. 
What you are trying to do is to make it possible for as much of the 
burden as possible to be carried by the private lending institutions 
rather than the present subsidy program which is in effect. 

Mr. Roruscuitp. Correct. That must be modified to this extent: 
According to the way I understand Mr. Murray’s statement we have 
not been able to pin down any firm commitments from any financial 
institution because we have not been able to offer them as yet a firm 
ground on which to start their calculations. It may be that even if 
this legislation is enacted they would still find this too unattractive 
for their participation. We do not anticipate that, but it could well be. 
In that event we would not have this area open to us under the 
presently proposed legislation. 

Mr. Srety-Brown. Is it not also true, sir, that in general this type 
of financing, whether carried on by the RFC or any other Government 
agency, has paid off remarkably well? 

Mr. RoruscuHitp. We have only a few defaults. Under the present 
mortgaging arrangements the only defaults we have had are those 
on ships which were owned by the Chinese Nationalist Government. 

Mr. Bonner. Will you yield to me? 

Mr. Srety-Brown. Yes; certainly. 

Mr. Bonner. Your experience on the Small Business Committee 
with respect to loans might be interesting. What was the participa- 
tion by the Government and the private lending institutions in these 
small-business loans 4 

Mr. Srery-Brown. The Government participation varied to a large 
degree depending upon the kind. 

Mr. Bonner. Was it not about 60-40? 

Mr. Seety-Brown. In some areas; yes. 

Mr. Bonner. They were asking the banks to put up 40 percent and 
the Government putting up 60 percent; or vice versa ? 

Mr. Srety-Brown. Also, most of those loans were made to the 
enterprise which had no historical background or history as to whether 
or not it would be successful. 

Mr. Bonner. The ones I have had experience with were made to old 
and established businesses. 

Mr. Srety-Brown. The RFC, maybe; but for the Small Business it 
was primarily for the smaller man, and limited the loans to under 
$100,000, which would not apply to this. 

Mr. Bonner. In the laws we make for ship construction they are 
better than some of the others. 

Mr. Roruscuip, On the record, Mr. Bonner, we have only these 
few defaults. It would appear, therefore, they are all good. 

Mr. Bonner. How did you arrive at the 10-percent guaranty ¢ 
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Mr. Roruscuitp. That was suggested by the Bureau of the Budget, 
on that figure. 

Mr. Bonner. Based on what? 

Mr. Roruscuivp. Based on similar guaranties in other Government 
operations. 

Mr. Bonner. That is what I asked you at the beginning; what were 
those similar guaranties ¢ 

Mr. Roruscump, I think they are the Federal Deposit Insurance 
Corporation and the Home Owners’ Loan Corporation. 

Mr. Keocu. Would you yield to me at that point? What percentage 
of the GI loans for home purchases are guaranteed by the Govern- 
ment: do you know ? Is it not 50 percent of the mortgage up to a 
maximum of $4,500? 

Mr. Bonner. Something like that. 

Mr. Srety-Brown. It is practically 100 percent; or about 105 per- 
cent, the way they run. 

Mr. Bonner. About 90 percent. 

Mr. Krocu. I do not believe that is true. I think the guaranty to 
the mortgagee is not 100 percent. 

The CuatrMaAn. There is an pas sige guaranty, I think, of $4,000, 
and then they guarantee the mortgage up to 50 or 60 percent. They 
guarantee the whole loan up to 60 pe re ent of the value of the property. 
It amounts to nearly 90 percent or 100 percent in some instances. 

Mr. Krocu. My point is, however, that the obligation of the mort- 
gagee is more than 10 percent on most of those GI loans. The Govern- 
ment does not guarantee 90 percent of that type of a loan. 

The CHairMAN. With reference to the Federal Housing, they can 
borrow up to 90 percent. With reference to the GI loans, they can 
borrow in many instances up to 100 percent. 

Mr. Kroeu. True, but borrowing up to 100 percent of the cost of the 
home does not mean that the Government guarantees that entire mort- 
rage, 

The CuHarrman. No. There is $4,000 unsecured that they guarantee, 
and they guarantee the mortgage. 

Mr. Seety-Brown. Would the gentleman yield again? I think the 
important item is the fact that vou say the 90 percent and 10 percent 
came from the Bureau of the Budget. 

Mr. Roruscuirp. Yes, sir. 

Mr. Srety-Brown. In other words, their recommendations obvious- 
ly must have been made on the history they have had; namely, that the 
Government was well protected on that kind of a basis. If not, they 
i never have recommended 90 percent and 10 percent; if they had 
not felt that the Government’s interest was being protected; unless the 
Bureau of the Budget has changed its type of functioning. 

Mr. Roruscuip. Mr. Chairman, may I read the pertinent para- 
graph from the Bureau of the Budget letter of July 10, 1953, ad- 
dressed to the Secretary of Commerce / 

The CuarrMan. You may. 

Mr. Roruscnicp (reading) : 


To 


This Bureau fully supports the draft bill’s basic objective of encouraging 
increased private financing of ship mortgages. However, we note that the draft 
bill in its present form would not only insure lending institutions against 
all financial risk in connection with such mortgages, but would also eliminate 
any inconvenience to them in the event of mortgage default. We are concerned 
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that this might go unnecessarily far in the direction of relieving private lenders 
of any effective responsibility for such loans. Similar concern has been indicated 
by the Treasury Department and by the Comptroller General, commenting on 
this draft bill, and by the Department of State in its comments on 8S. 1905, a 
pending bill of similar nature. To assure the mose effective protection of the 
Government’s interest in this matter, it appears highly important that the 
private lenders be required to assume some share of the financial responsi- 
bility for these loans. Accordingly, it is our strong view that the draft bill 
should provide that the Government will insure no more than 90 percent of the 
principal amount of these loans. 


» 


The Cuarrman. In other words, in the case proposed here it is 35 
percent of the value of the ship which is already invested, so that these 
are only 65-percent loans in the first instance. Many of these loans, 
like for Federal Housing and the GI loans, are up to 9O pe reent. 

Mr. Bonner. That was the only part we were talking about. Just 
what the witness has read is what occurred to my mind. 

I still think that 10 percent is a small portion of the loan for the 
financier to carry. That was the question, and that was discussed at 
that time. It was felt then that it was small, according to your 
reading. 

So 1 was not wrong in the thought I was having as to the major 
portion of it being carried by the finances of the Government. 

Mr. Sreriy-Brown. I think you were entirely correct. I also think 
the Bureau of the Budget has answered it, or at least partially 
answered it. 

Mr. Bonner. They have not required much. 

Mr. Krocu. Mr. Bonner, is the chairman’s arithmetic not a little 
bit faulty when he say that there is 25 percent paid by the owner and 
then 10 percent of the loan is assumed by the lender? The chairman 
said it was 65 percent. It is not; it is 75 percent. 

Mr. Roruscurip. 671% percent, I think, Mr. Keogh. 

Mr. Bonner. Discounting all of those things and getting down to 
the principal thng— 

Mr. Kroon. You are talking about the Government’s guaranty, and 
not the mortgage. The mortgage will be the difference between the 
cost and what the owner puts in, which is 75 percent. 

Mr. Roruscuirp. Of which the lending agency will assume 10 per- 
cent unguaranteed. 

Mr. Kroon. | understand that, but it is not a 65 percent loan, as the 
chairman pointed out; it is 75 perce nt. 

Mr. Rornscump. The Government’s guaranty would be, accurately, 
6714 percent. 

Mr. Krocu. The Governme nt’s guaranty is 90 perce nt of whatever 
the loan is. If the loan is 75 percent, then it is 6714 percent. 

Mr. Roruscritp. Correct, sir. 

Mr. Auten. Mr. Rothschild, I would like to get straight in my own 
mind, if I ean, the difference between the situation as it exists now 
and the situation as it would exist under this new proposal, 

As I understand the present situation, at the time of making the 
mortgage there is no private financing and the Government takes the 
mortgage for 75 percent and supplies the cash. 

Mr. Roruscump. That is correct, sir. 

Mr. Atten. Under the 90-percent transaction, if that were law, 
the shipowner would put up a downpayment of 25 percent of the value 
and a mortgage would be written by the private institution for 75 
percent, and the Government would put up no cash. 
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Mr. Roruscuiw. Correct, sir. 

Mr. Atten. The Government would, however, guarantee 90 per- 
cent of the 75-percent mortgage. 

Mr. Roruscuinp. Right. 

Mr. Atuen. Which would be guaranteeing the payment of 6714 
percent of the value of the ship. 

On a foreclosure they would get back the ship, worth its potential 
100 percent, more or less, 

Mr. Roruscuip. Correct, sir. 

Mr. Auten. If there is no default during the transaction under the 
present situation the Government collects the money due on the mort 
gage over a 20-year period, and the interest on it. 

Mr. Roruscuitp. Yes, sir. 

Mr. Auten. Under the 90-percent transaction, if there were no 
default the Government would collect only one-half to 1 percent of 
the premium on the insurance, and would have no other part of the 
financial transaction. 

Mr. Roruscuixp. It has no money invested. 

Mr. AtLEN. It has no money invested. In the event of a default 
under the present circumstances the Government will then foreclose 
the ship and take possession and realize what it can on the balance 
due. 

Mr. Roruscui. Correct, sir. 

Mr. Auuen. The balance, if any, over that would go back to the 
defaulting owner. 

Mr. Roruscuinp. Yes, sir. 

Mr. Auten. Under the 90-percent situation the Government would 
take an assignment of the mortgage and be put into the position then 
that it would be under the present law. 

Mr. Roruscuiwp. Right, sir. 

Mr. Atten. Where it would own the mortgage in the first place. 

Mr. Roruscuixp. Yes, sir. 

Mr. Auten. With this exception: It would have invested under the 
mortgage only 90 percent of the principal in that case, that it would 
have had under the present law. 

Mr. Roruscuitp. That is right, sir. 

Mr. Aten. On the foreclosure it would apply to the funds, I pre- 
sume, first the costs of foreclosing, in either event. 

Mr. Greene. Correct. 

Mr. AtuLen. Secondly, in either event it would pay itself out. 

Mr. Greene. Right. 

Mr. Auten. In the 90-percent transaction that would be a lesser 
amount than under the present law. The balance over what it had 
coming, for the Government, under the present law would go to the 
defaulting owner; and under the 90-percent provision the balance 
would go to pay out the bank which had assigned the mortgage first: 
and if there were anything left it would go to the defaulting owner. 

Mr. Rornuscuiip. Correct, sir. 

Mr. Auten. Are those the differences between the 90-percent pro- 
vision and the present law 4 

Mr. Roruscuiip. Correct, sir. 

Mr. Auten. Are there any assurances that you know of that any 
transaction would proceed under your 90-percent provision which are 
not now available to the Government ¢ 
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Mr. Roruscnixp. I do not believe I caught the implication of that 
question, sir. 

Mr. Aten. Are there any transactions which have been contem- 
plated by industry and lending institutions and shipbuilding or ship- 
operating industries which could go ahead under this 90-percent pro- 
vision which are not now able to go ahead where the financing 1s 
limited to the Government funds? 

Mr. Roruscuitp. Not so far as I know, sir. 

Mr. Aten. I take it, then, you do not know whether there are 
any which would proceed under a 90-percent provision but would not 
proceed under an 80-percent guarantee. 

Mr. Roruscutip. The bill as orginally drawn called for a 100-per- 
cent guaranty on the part of the Government, and was modified to 
90 percent by the Bureau of the Budget, as indicated by the paragraph 
which I read a few moments ago. 

Now, to the extent that a 90-percent guaranty is less attractive than 
a 100-percent guaranty, there will be that many fewer financial insti- 
tutions participating in this kind of financing. 

Now, if it dropped to 80 percent it is our judgment that there would 
be many less and perhaps none. If it went below that our chances of 
selling a private lending institution on the idea of buying these par- 
tially guaranteed mortgages would be very small. 

Mr. Krocu. Mr. Chairman, at that point may I ask the Adminis- 
trator one question, please ? 

The CHArRMAN. Yes. 

Mr. Krocu. Are there any limitations contemplated to be imposed 
upon the lender with respect to his 10 percent of the loan? In other 
words, will he be limited only to the security of the vessel, or may 
he be permitted to exact from the owner additional security ? 

That is not intended to be a trap by any means. I am simply re- 
minding the committee of the fact that when under the Ship Sales Act 
provisions were made for partial payments in many instances it has 
come to my attention that the private lending institutions, like the 
university endowments or the insurance companies, would not be con- 
tent to advance the amount on the security of the vessel itself, but also 
exacted from the prospective purchaser and owner the requirement, we 
will say, for a 5-year charter to a major oil company in the case of 
tankers, and under the provisions of the mortgage the entire charter 
hire would be reserved to the mortgagee for the reduction of his prin- 
cipal and the payment of interest on the mortgage, virtually making it 
difficult if not impossible for any small companies to contract for the 
purchase of such ships. 

Mr. Roruscuitp. Mr. Keogh, it is thought that the Government 
guaranty of 90 percent would make this loan sufficiently attractive to 
a private lending institution so that it would not exact any further 
guaranties under the mortgage. But it would not be precluded from 
doing so under the bill. 

Mr. Kroeu. It would not be precluded from doing so. I just raise 
that as a possible obstacle to any real constructive work being done 
under this plan if you do not limit them to that. In other words, put 
them in the position of having to choose whether they want the 90- 
percent guaranty by the Government and nothing else, or whether they 
want to take the additional security which the owner might have 
available. 
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The CHatrMaAN. Mr. Keogh, on this second call I think we will ad- 
journ until 11:25. We will adjourn until 11:25 and reconvene at 
that time. 

Mr. Krocu. May I inquire of the chairman what his intentions are 
with respect to the rest of the day ? 

The CHarrMan. It is my intention to continue on with this hearing. 

(Thereupon, a short recess was taken, after which the following 
proceedings were had.) 

The CuHarmman. The meeting will please come to order. Mr. Roths- 
child will resume his testimony. 

Mr. Keogh was questioning Mr. Rothschild at the conclusion of our 
hearing. Are there any further questions of Mr. Rothschild with ref- 
erence to this matter at this time ? 

Does anyone have any questions with reference to this bill ? 

I presume there will be other members of the committee who will 
come in, who have not had an opportunity to question with reference 
to the matter. I was going to say this with reference to the proposed 
legislation: The whole thing is similar to the guaranteeing of mort- 
gages in Federal Housing and the GI loans, except that the amount of 
investment of the owner and mortgagee is probably more in this in- 
stance than in any of the others. In other words, the amount is some- 
where near 35 percent of somebody’s money outside of the Govern- 
ment guaranty. Is that about right, generally spe: aking ¢ 

Mr. Roruscuiww. The accurate figure, sir, is 3214 percent, I believe. 

The CHARMAN, 3214 percent. 

Mr. Roruscutmp. Yes. 

The Cuarrman. This would apply with reference to a man building 
a ship without subsidy or with a subsidy. 

Mr. Roruscuip. In either case ; yes, sir. 

The CuarrMan. With reference to his own investment in the ship? 

Mr. Roruscuitp. Correct, sir. 

The CuatrmMan. That financing would be entirely private, and the 
Government would not be financing it. The Appropriations Com- 
mittee would not be called upon to make appropriations, as they are 
now with reference to the complete financing of the ship, as well as any 
subsidy ? 

Mr. Roruscuip. Correct, 

The CHatrman. Or with reference to private people. Is that gen- 
erally the situation ? 

Mr. Roruscnuiip. Yes, sir. 

The CHamrman. Would you step aside until some other questions 
come up. 

Is Mr. Krebs here? 

Mr. Krers. Yes, sir. 

The CHarrman. Representing the National Federation of American 
Shipping. 


STATEMENT OF ALFRED U. KREBS, COUNSEL, NATIONAL FEDERA- 
TION OF AMERICAN SHIPPING, INC. 


Mr. Krers. Mr. Chairman, I have a prepared statement which I can 
read if you have no objection. 








76 TO FACILITATE AND ENCOURAGE NEW SHIP CONSTRUCTION 


I am counsel for the National Federation of American Shipping, 
Inc., an industry organization representing a majority of all deep- 
water American-flag shipping. 

I am testifying in connection with H. R. 6441, a bill to amend cer- 
tain provisions of title XI of the Merchant Marine Act, 1986, as 
amended, to facilitate private financing of new ship construction and 
for other purposes. : 

The purpose of the bill is to encourage priv ate financing of new ship 
construction. We understand that this financing would be an alter- 
native to that now provided by the Government with respect to vessels 
constructed under title V of the Merchant Marine Act, 1936, as 
amended, and that the bill does not contain any provisions limiting or 
affecting the Government financing. Under such circumstances, we 
support the objective of the bill. However, we believe that several 
amendments should be made to the bill if its objective is to be realized 
to the fullest extent. 

Mr. Rothschild has stated the provisions of the bill, so I will skip 
over those. 

We believe that limiting insurance of an eligible mortgage to 90 per- 
cent of its unpaid balance as provided in section 1 of the bill could have 
a serious effect on the willingness of many lending institutions to pro- 
vide funds for new ship construction. Section 1103 of the act now 
authorizes insurance of the full amount of the unpaid balance, and we 
urge that authorization of this amount be continued. 

I would like to say at that point that I think it should not be lost 
sight of that title XI has been part of the 1936 act since June 29, 1938. 
It has been on the books for about 15 years. Actually this bill repre- 
sents a curtailment of the insurance which has previously been author- 
ized, in that it scales it down from 100 percent of the unpaid balance 
to 90 percent. 

It is true that perhaps has not been the major reason, or that is not 
a good reason why the act has not been used, but the fact remains that 
title XI has been used very sparingly during the past 15-year history, 
and we seriously believe that under those circumstances the scaling 
of the 100 percent down to 90 percent would not encourage private 
lending institutions to provide capital, but it would tend to militate 
against it. 

We believe that authorization to insure loans and advances made 
during the construction period, and extension of the provisions of the 
title to vessels to be used in all of the foreign trades will result in a 
greater use of private financing. This is particularly true with respect 
{o extension of the provisions of the title. Its provisions are now 
limited to the construction of vessels for the domestic and nearby off- 
shore trades, and vessels built under title V of the act have not been 
able to qualify for the insurance even though their owners may have 
desired to use private financing. i 

That has been one of the major obstacles to the use of title XI, its 
limited availability insofar as the trade is concerned. 

We also believe that giving an insured mortgagee the right to tender 
an assignment of the mortgage to the Secretary of Commerce without 
foreclosure will constitute an inducement to private lending institu- 
tions to finance the construction of new vessels. 

One of the major reasons for the failure of private institutions to 
advance funds under the title has been their unwillingness to subject 
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themselves to the expense and delay incident to foreclosure proceed- 
ings. It is our opinion, however, that the objections of the lending 
institutions have been met only to a limited extent for the right of 
tender without foreclosure is restricted to failure of the mortgagor to 
pay principal or interest. 

Failure of the mortgagor to pay principal or interest is only one 
of many “events of def: ault” under a preferred ship mortgage. F ailure 
to keep proper insurance on the vessel; operation of the vessel in a 
manner contrary to law; permitting liens to be placed on the vessel 
or failure to remove libels against it within the period provided; 
transfer of the vessel to foreign registry ; charter, sale, mortgage or 
transfer of the vessel without the consent of the mor tgagee ; abandon- 
ment of the vessel in a foreign port; bankruptcy of the mortgagor; 
and failure of the mortgagor to remain a citizen of the United St: ites 
all constitute events of default under such a mortgage. 

Although the standard form of preferred ship mortgage gives the 
mortgagee the right to declare “all the principal sum and the notes 
then outst: :nding, with interest thereon” due and payable upon the 
happening of any of the “events of default” referred to above, we do 
not believe that the “failure of the mortgagor to pay the principal or 
interest” referred to in H. R. 6441 is intended to include failure to 
pay principal or interest declared due and payable as the result of 
another event of default. If such had been the intention, a provision 
giving the mortgagee the right to tender the mortgage “in the event 
of the hi appening of a default, under an insured mortgage” authoriz- 
ing him to foreclose would have been sufficient. H. ‘R. 5618, which 
is ‘pending before your committee, gives an insured mortgagee such 
a right, and we urge that this bill be amended so as to incor porate 
such a provision. 

If H. R. 6441 is not amended in this respect, and we trust that it 
will be, it will have to be amended in certain respects if an insured 
mortgagee is to receive the benefits of the insurance in other than the 
single instance where the mortgagor fails to pay principal or interest. 
Section 1105 (a) of the act presently entitles the mortgagee to receive 
the benefits of the insurance after foreclosure, or after he has other- 
wise acquired the “property from the mortgagor after default” with 
the consent of the Secretary of Commerce. “However, section 3 of 
the bill amends section 1105 (a) so as to limit the mortgagee’s right 
to the insurance to tender of the mortgage upon failure ‘of the mort- 
gagor to pay principal or interest. Provisions similar to those now 
contained in section 1105 (a) should be added to sectio 3 in order to 
give an insured mortgagee the benefit of the insurance where there 
is an event of default other than failure to pay principal or interest. 

Authorization for payment to the mortgagee of the insured amount 
of the unpaid balance of the principal of the mortgage in the form 
of cash instead of in Government debentures should constitute a great 
inducement to private lending agencies to finance new ship construc- 
tion. Many of these agencies have been unwilling to accept these 
debentures because they ‘do not mature for some time after acquisition 
of the vessel by the mortgagee. 

I might say that the date of maturity for the debentures, incident- 
ally, is 3 years after what would have been the maturity date of the 
mortgage which is foreclosed or taken over by the Government. So, 
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you can readily see if the mortgage has 15 years to run, or something 
like that, in the event of default the debentures which are issued 
would not mature until 18 years. Naturally, that has been quite a 
deterrent to lending institutions to provide private capital. 

The provisions that contracts of insurance shall be final and con- 
clusive, and not subject to avoidance by an officer or employee of the 
United States except in the case of fraud, or mutual mistake of fact, 
should also prove to be of material assistance in encouraging private 
financing. Ripenepietince of several steamship companies and lend- 
ing agencies have informed us that they believe that this will be the 
case. 

The bill fails to contain a provision which we believe to be manda- 
tory if shipowners are to use private financing in the construction of 
passenger vessels. We refer to what is known as the the nonrecourse 
loan or limited liability provision. Under sections 503 and 509 of 
Merchant Marine Act, 1936, as amended by Public Law 586, 82d 
Congress, the payment of sums due with respect to passenger vessels 
having certain characteristics which are purchased under title V of 
the act are secured by preferred mortgages providing, with the 
approval of the Maritime Administration, that the sole recourse 
against the mortgagors shall be limited to the repossession of the 
vessels by the United States and the assignment of all claims 
with respect thereto. 

Obviously a shipowner is not going to use private financing for the 
construction of passenger vessels of this character when it means 
subjecting his entire fleet, and other assets, to a deficiency judgment in 
the event of failure of the passenger operation. 

It is common knowledge that passenger operations are precarious 
to say the least. ‘The investment cost of a single or pair of passenger 
vessels often exceeds the total investment cost of an entire fleet of 
cargo vessels having potentially greater earning power. 

H. R. 5618, which as I said is the bill introduced by Mr. Allen, pro- 
vides that the sole recourse against mortgagor of passenger vessels 
having the tonnage, speed, passenger accommodations, and other char- 
acteristics set forth in section 503 of the act shall be limited to repos- 
session of the vessel by the United States and the assignment of all 
claims with respect thereto, and we urge that H. R. 6441 be amended 
so as to incorporate such a provision. The insertion of such a pro- 
vision would not affect the rights of the private lending institutions 
since it would become effective only in event that the Secretary of 
Commerce accepted the tender of the insured mortgage by the 
mortgagee. 

We appreciate the opportunity of appearing before your committee, 
and we urge that you report H. R. 6441 with the amendments which we 
have suggested. 

Now, Mr. Chairman, I have prepared amendments to the bill which 
are designed to carry out the suggestions which we have advanced 
here, and I will be glad to give those to the counsel of the committee or 
to the reporter here, or make them available to the committee if you 
desire them. 

That completes my prepared statement. 

The Cuairman. With reference to one of the amendments about 
which you are talking, sole recourse against the mortgagors of pas- 
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senger ships, that is one of the matters being considered for legislation, 
and on which we held hearings, and which the Department of Com- 
merce is studying. So, at this time there is not any likelihood of some- 
body buil ling a ship with reference to that. So, I think that is one 
that will take considerab ly more time and discussion, and which is now 
being studied by the Department of Commerce. 

This present bill is aimed by the Department of Commerce with 
reference to lenders and to simplify the matter of guaranteeing 90 
percent of the balance so that the lender can assign the mortgage to 
the Government so that then the Government has all the rights of the 
lender, and if the Government sells the ship privately or 1n any other 
kind of a way for more than the Government has guaranteed, the 
lender gets the amount of his 10 percent. The suggestion that you have 
made is good, and that is being considered in the light of the recom- 
mendations that the Department of Commerce will make after they 
have completed their study which will probably be available within 4 
or 5 months. They have given it a very complete study, and that, is 
one of the matters that is being considered. 

Mr. Kress. Everything you have said, Mr. Chairman, is certainly 
true, and yet I think it should not be lost sight of here that there are 
° things in this bill which will enable—or, rather, there are 2 things 
that we have been discussing which, as far as the shipowner is con 
cerned, will enable him to use private financing to a greater extent 
than he has been able to do before. 

One of them, as I have pointed out, is the extension of the provisions 
of the title so as to permit mortgage insurance of this nature to be 
made on your vessels which are constructed under title V. 

At the present time, those vessels, as everybody knows, are engaged 
in the foreign trades. The act as it now provides is limited only t O 
vessels which are engaged in trade with the islands lying off the coast 
of North and South America, the Caribbean area, so that it means, 
to that extent, the purchasers of passenger vessels constructed under 
title V will be able to use the provisions of title XI. 

In that connection, as I said the long-range bill, as it was called 
last year, amended sections 503 and 509 of the act so as to provide that 
when a mortgage is taken by the Government under title V, it may, 
with the consent of the Maritime Administration, provide that the 
sole recourse is against the purchasers of the vessel, in which instance 
it was limited to repossession of the vessel, so that unless some in- 
ducement is provided to a shipowner with respect to the use of private 
financing he is going to ask the Government to take the mortgage on 
the vessel because he would be silly to do otherwise. 

If he uses private financing it means that he may subject his entire 
fleet, as well as his other assets to a deficiency judgment. 

I hope that the Department of Commerce is studying this matter 
further, but I thought their position had already been firmed up on 
this thing when such a provision was put in the long-range bill. J 
did not know that there was anything further ascertainable or that a 
study was being engaged in on the subje ct. 

The Cuamman. The amount that is invested by somebody is around 
32% percent. You say with reference to this bill this is what the 
Department of Commerce has recommended at this time. It was with 
reference to some other matters, or with reference to a specific group 
of ships. That is something else again. 
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I think it might be well, in view of the fact that the Department of 
Commerce is studying that which has been considered over a long 
period of time, and that they are now making a study of a complete 
revision of the 1936 act, that this one phase could be left over, that it 
could well be left to the future. 

The Department of Commerce has deferred recommendation on 
what they have sent down here. 

Mr. Krers. I would like to answer only, Mr. Chairman, that this 
suggestion which I have advanced here is limited to the construction 
of passenger vessels only. 

The Cuarrman. You indicated that over in the Senate, too. 

Mr. Krers. Yes, sir; I advanced the same suggestion there. 

The Cxuarrman. But they did not amend it, did they ! 

Mr. Krers. Well, the bill has not been reported out by the commit- 
tee. As to whether they will or not, I cannot say at this time, but we 
hope that they will. 

The Cuarrman,. Are there any questions? 

Mr. Auten. Yes, Mr. Chairman. 

The Cuarmman. Mr. Allen. 

Mr. Auten. Mr. Krebs, the bill that I introduced 

Mr. Kress. H. R. 5618. 

Mr. Auren. H. R. 5618, as I remember the circumstances, was pre- 
pared after some of the original pronouncements from the Depart- 
ment of Commerce which indicated the type of financing that they 
would try to achieve, and that bill represents pretty much the thinking 
of the National Federation of American Shipping, I believe. That 
bill was prepared and introduced in sufficient time so that it could have 
been considered before the bill now before us was introduced. That 
is the correct chronological sequence. 

Mr. Kress. Yes, sir; it was introduced some time ago. 

Mr. Atrten. I would like to get your opinion on this point. This 
bill, H. R. 6441, provides a 90-percent guaranty of the mortgage pay- 
able in cash on default. 

The present law provides for a 100-percent payment, but not in 
cash, I believe in bonds that are payable with a limited rate of interest. 

Do you have any idea as to which would have the greater present 

value, the bonds which are now available, or the 90 percent in cash? 

Mr. Kress. Well, I believe these bonds, these debentures, bear in- 
terest at the rate of 3 percent. I believe that certainly, if I understand 
your question, the lender would prefer to have the cash. 

Mr. Auten. So, in a sense, they have not reduced the guaranty of 
the mortgage by providing this 90- percent cash cuaranty as against 
the type of guaranty payable in bonds, is not that true? 

Mr. Kress. I think I understand your question. I do not know 
that I can answer it too well. In other words, is it your point that the 
eash which he receives is worth more than the debentures would be. 
and therefore he is still ahead if he gets 90 percent in the form of 

cash rather than 100 percent in the form of debentures; is that your 
point? 

Mr. Auten. My question is directed at the likelihood as to whether 
a private banking institution would guarantee the mortgage, as to 
whether or not it would be more likely to guarantee the mortgage if 
it were assured of a 90 percent cash payment on default or 100 percent 
in bonds? 
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Mr. Kress. I do not think that there is any question about them 
having established the relative value of the cash as compared with the 
debentures. As I pointed out, one reason for their unwillingness has 
been the fact that these debentures do not mature until 3 years after 
what would have been the maturity date of the mortgage itself. It 
is quite evident that they have been very unwilling to accept these 
debentures. 

Mr. Auten. Now, I want to get a little further information on the 
subject of what happens in the event of a default. H. R. 6441 pro- 
vides for an assignment upon the request of the mortgagee in the 
event of a default in the payment of principal or interest, and in no 
other event of default. Would there be any other events of default 
that you can see where the United States would wish to have the 
right to demand an assignment, rather than to let a default con- 
tinue, in order to protect its own interest ? 

Mr. Kreps. Well, I do not know. I understand your question, I 
think I understand what you are driving at, but it seems to me that 
the real thing here is the fact that that lending institution would be 
deprived of the insurance here except in the single instance of failure 
to pay principal or interest on the part of the mortgagor. Probably, 
if that is the case that is all the United States insures. 

Mr. Auten. From the standpoint of the lending institution, if it is 
guaranteed that it will get its money and get its interest, the security 
is, in effect, the guaranty of the United States rather than the vessel 
itself. What else would it be interested in except the guaranty of the 
interest and the principal ? 

Mr. Kress. Well, suppose the vessel is abandoned in a foreign port, 
as an example, by the mortgagor, that means, under the law as it is 
drawn at the present time, as I interpret it, that the mortgagee would 
have no right to come into the United States and say, “Look, I want my 
insurance, I want to be bailed out here.” The United States would 
say, “Well, really, the proximate cause, if you want to put it that 
way for this situation is the fact that the mortgagor has abandoned 
the vessel. It is true he has not paid the principal or interest, and we 
have declared that does default, but the event leading up to this situ- 
ation has been the abandonment of the vessel. We did not insure 
against that type of situation.” 

Mr. Auten. Under the bill if there were a default in the payment 
of principal or interest would the mortgagee have the absolute right 
to tender his assignment and get his money? 

Mr. Kreps. As I have pointed out, Mr. Allen, the preferred ship 
mortgage provides that the mortgagee may declare principal or in- 
terest due and payable upon the happening of these other events of 
default, but if such had been the intention here there was no necessity 
for saying that in the event of failure to pay principal or interest. It 
could have been written in the event of the happening of any default 
under the preferred ship mortgage, giving the mortgagee the right to 
foreclose and thereby be able to get the benefits of this insurance. 

I should put this in the record. We have representatives of the De- 
partment of Commerce here, but I understand the reason why this 
thing was written as it was written was because they did not want to 
get into any hassle as to whether there had been an event of default 
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under the mortgage. If there had been a default other than a failure 
to pay principal or interest that is easily ascertainable, but they did not 
want to get into any hassle as to whether or not the mortgagor had 
failed to provide insurance on the vessel, or whether he had kept up his 
certificates, and so forth, so that I do not have any doubt myself that 
the mortgagee would not be able to collect on the insurance if he had 
something actually happen other than the failure to pay principal or 
interest under the law. 

Mr. Auten. But when the mortgage is assigned to the Government 
the events of default are all available to the Government on the basis 
of foreclosure. 

Mr. Krers. Yes, sir, that is my very point. Let us keep this clear, 
if you are going to say to the mortgagee in the event of failure of the 
mortgagor to pay principal or interest you can come in and say, “Ten- 
der us the mortgage.” If you have a mortgagor default under the 
preferred ship mortgage you have an implied procedure which now 
exists under the law, that is, you have to foreclose or you have to obtain 
title to the vessel in some form or fashion. 

Mr. Auren. In the statement prepared for Mr. Murray, and pre- 
sented by Mr. Rothschild he made the remark that H. R. 6441 is a 
supplemental to and not. a substitute for any authority now provided in 
section 503 or section 509. Do you share that view, or do you think 
that H. R. 6441 in any way takes away from the present provisions 
of the law? 

Mr. Kress. No, sir. You spoke about as far as the Government fore- 
closing is concerned. That is the way we understand it, that it does 
not affect in any form or fashion the right or authority of the Gov- 
ernment to foreclose at the present time. 

Mr. Auten. If the legislative or parliamentary situation were such 
that it looks as though the House and Senate would agree on H. R. 
6441 as presently written, would the association prefer to have that 
bill passed in that form, or would it prefer to have it amended and 
possibly delayed until next session ? 

Mr. Krers. That is a hard question, Mr. Allen, and, frankly, I do 
not know that I can answer you at this stage. 

We are quite sincere when we say that we do believe that this bill 
has some serious defects in it as far as events of default are concerned 
and failure to include the nonrecourse loan. 

My personal opinion would be that possibly they would feel that 
it would be better to have this bill than nothing at all, but, as I have 
said, we honestly do not believe that the objectives of the association 
will be achieved by this bill to the extent hoped unless other amend- 
ments which we have suggested are made to it. 

The CHarrman. If they are all made to it, but it does not pass you 
will not have anything. F 

Mr. Kress. We are not trying to be obstructionists. We are trying 
to insist that the objectives of the bill shall be realized to the fullest 
extent. 

If I might, I would like to put these amendments, which I have 
proposed, into the record as part of my statement. . 

The CHatrMan. Very well. 
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(The matter referred to is as follows:) 


PROPOSED AMENDMENTS To H, R. 6441, 4 Britt TO AMEND CERTAIN PROVISIONS OF 
TITLE XI oF THE MERCHANT MARINE Act, 1936, AS AMENDED, TO FACILITATE 
PRIVATE FINANCING OF NEW-Surip CONSTUCTION AND FOR OTHER PURPOSES 


On page 3, line 3, beginning with the word “failure” strike out all through the 
word “interest” in line 4, and insert the phrase “happening of a default” in lieu 
thereof. 

On page 8, line 16, beginning with the word “there” strike out all through the 
word “failure” in line 18, and insert the clause “a default giving rise to the right 
of foreclosure has been committed, or that such default” in lieu thereof. 

On page 4, line 23, change the period to a colon, and insert the following: 
“Provided, That the sole recourse against the mortgagor of a passenger vessel 
having the tonnage, speed, passenger accommodations, and other characteristics 
set forth in section 503 of this act, as amended, shall be that provided in such 
section, and the obligation of the mortgagor shall be satisfied and discharged 
as provided in such section.” 

On page 6, line 8, change the period to a comma, and insert the following: 
“except against mortgagors of the passenger vessels referred to in subsection 
(c) hereof.”. 

The CHarrMan. We will recess until 2 o’clock. 

(Thereupon, the committee recessed until 2 p. m., of the same day.) 


AFTERNOON SESSION 


(The committee reconvened pursuant to recess. ) 

The CuarrMan. We will recess until 3:10. Then we will reconvene 
further with reference to these two bills. 

(Thereupon, a short recess was taken, after which the following 
proceedings were had.) 

Mr. WetcHeL. Will the meeting please come to order. 

When we recessed the last time Mr. Rothschild was on the witness 
stand and Mr. Murray, the Under Secretary. They have both re- 
turned and if they will both come up to the witness stand so that 
members of the committee here might ask them any questions with 
reference to both of these bills if they may wish to, I think that we will 
be able to proceed from there. 

Mr. Murray, in the first place, with reference to tankers, the industry 
indicated that they were for the tanker bill and you so testified before, 
and someone else testified to that effect in the record. Mr. Bonner 
had asked about that this morning and I wanted to clear that up. 

I do not know whether Mr. Krebs is here from the federation or 
someone else. 

With reference to the tanker bill the federation on representation 
endorsed the bill, as I understand it ? 

Mr. Kress. That is correct. I do not have a copy of the letter 
with me, but a letter was sent out several days ago. 

Mr. Wercuev. And that was put in the record. Also the letters 
of the Chamber of Commerce of the United States. 

With reference to the extension of the mortgage insurance pro- 
vision of the 1936 act, on the testimony here this morning is there any 
question that the members of the committee would like to ask Mr. 
Murray, the Under Secretary, or Mr. Rothschild, with reference to 
anything in that ? 


Mr. Allen? 
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Mr. Auten. Mr. Murray or Mr. Rothschild, when Mr. Krebs 
testified with regard to the attitude of the National Federation of 
American Shipping he made certain recommendations. I take it that 
there has been attention paid to those thoughts which he expressed, 
coming out of the fact that the bill he was talking about had been 
prepared and introduced sometime before. 

Could you let me know whether you did consider the provisions 
of the previous bill when you had H. R. 6441 prepared ‘ 

Mr. Roruscnuip. The area of difference which prevailed some time 
ago might have been in the meantime narrowed down, Mr. Allen. I 
think that could be established by reference to Mr. Krebs, perhaps. 

Mr. Auien. I wondered particularly whether your counsel had 
looked into this situation concerning the event of default, and whether 
you thought the Government was sufficiently protected under the 
bill which you presented ? 

Mr. Roruscnuiwp. As we see it, the Government has the protection 
of the 10 percent, which they had not guaranteed in addition to the 
25-percent payment which the shipowner has made, even if the de- 
fault were to vccur immediately after purchase. And of course there 
is a declining amount as principal payments are made against that 
indebtedness over a period of time. 

lhe Government’s exposure, therefore, under the insurance bill is 

) percent. 

Mr. Auten. Under all the circumstances, and having in mind the 
presentation which Mr. Krebs made, would you now recommend that 
6441 be reported without amendment ? 

Mr. Roruscuup. I think that would be our recommendation now, 
sir. 

Mr. Auten. That is all. 

Mr. Weicuet. Mr. Hart. 

Mr. Harr. No questions. 

Mr. Wercue.. Are there any other questions with reference to this 
present extension of mortgage insurance ? 

Mr. Mumma. Do you not think that this event of default and of 
failure to keep proper insurance on a vessel has a likeness to the FHA 
loan? The first thing a banker does with a mortgage on property is 
to see that it is fully insured and they want evidence, right or wrong, 
as long as your mortgage is in that bank, that it is fully insured. 

I do not know whether their insistence on taxes being paid and 
your being shown the receipts ever year would be any good in here. 
It is just a question in my mind. I do not want to add to this thing, 
but it seems to me whether or not there is insurance on the vessel 1s 
quite an important thing. 

Mr. Roruscuiwp. The usual and ordinary remedies which are open 
to any mortgagee are still open to one under this bill, as we see it. 

Mr. Mumma. You can still take care of that? 

Mr. Roruscniip. Yes, sir. 

Mr. Mumma. That is all. 

Mr. Weicuet. Are there any other questions of these two men with 
reference to the tanker bill, so-called, and this extension of mortgage 
insurance / y 

If there is not, why, we will excuse the gentlemen and I would en- 
tertain a motion to go into executive session on this question. 
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Mr. Harr. Iso move and I am ready to vote. 

Mr. Weicuet. Thank you. You will be dismissed. We will go 
into executive session. 

(By direction of the chairman the following letter is made a part 
of the record :) 


NATIONAL FEDERATION OF AMERICAN SHIPPING, INC., 
Washington 6, D. C., July 23, 1958. 
Hon. ALVIN F, WEICHEL, 
Chairman, House Committee on Merchant Marine and Fisheries, 
Washington 25, D. C. 

DEAR Mr. CHAIRMAN: The National Federation of American Shipping, Inc., 
representing the majority of American-flag steamship lines, desires to be 
recorded in favor of H. R. 6353. 

We fully agree with the desirability of establishing a national reserve fleet of 
tankers, which is one of the purposes of this legislation. We are hopeful that the 
adoption of this bill would stimulate the construction of tankers and be of 
material assistance in keeping the shipbuilding industry in active operation and 
available for necessary expansion in time of mobilization. 

For these reasons, we support this bill and respectfully request that this 
letter be made a part of the record. 

Very truly yours, 
ALEXANDER PuRDON, Secretary-Treasurer. 


(Whereupon the committee went into executive session at 3:35 


p. m.) 
x 





